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Bonn Accord 


THE meeting between Mr Macmillan 
and Dr Adenauer at Bonn in the 
middle of last month produced an 
unexpectedly wide measure of agree- 
ment about the future of European 
trade. Admittedly Dr Adenauer, 
who had taken the initiative in in- 
viting the Prime Minister to visit 
him, was concerned more with 
political questions—particularly the 
need for unity in western Europe at 
a time when the United States 
would be preoccupied with its Presi- 
dential election—than with trade 
questions as such, but he was clearly 
aware of the connection between the 
two. Dr Adenauer was obviously at 
pains to dispel any fear that the six 
Common Market countries were 
seeking to become an exclusive club. 
Indeed, he is reported to have an- 
nounced himself ready to find a way 
to facilitate the continuation of 
Commonwealth free entry should 
Britain and the other members of 
the ‘‘ Outer Seven ”’ associace them- 
selves with the Common Market. 
This would certainly remove the 
major obstacle that has so far in- 
hibited Britain from entering the 
Market. ‘The Foreign Ministers of 
the two countries, it was announced, 
had been instructed to set up a 
working party to examine ways by 
which the problems of Common- 
wealth free entry might be solved. 
It was also announced that the 
attempt to bring the two trading 
blocs together would be conducted 
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by the governments of the countries 
concerned and not by the secretariats 
of the two blocs. This decision 
should greatly reduce the influence 
of Professor Hallstein, whose desire 
to accelerate the integration of the 
economies of the six Common Mar- 
ket countries is well known, in any 
negotiations. ‘Thus within their limits 
the talks produced all that Britain 
could reasonably have hoped for. 
What remains to be seen is how far 
Dr Adenauer’s concessions will be 


endorsed by President de Gaulle. 
Hot Money Pours In 


The demand for sterling con- 
tinued to be fed last month by a 
substantial transfer of short-term 
funds to London to take advantage 
of the high interest rates obtainable 
there. Throughout the first four 
weeks of the month the spot rate 
on New York was held firmly around 
$2.81, while the rate on Frankfurt 
improved from DM 11.714 to DM 
11.72. More strikingly, strong over- 
seas demand for British shares car- 
ried security sterling a further cent 
higher—to within 4} cent of the 
official dollar rate. 

Last month’s inflow may have in- 
cluded some funds diverted from 
Switzerland, where the authorities 
have taken steps to discourage any 
further influx of foreign money 
(these steps are detailed on page 626). 
The dominant factor was almost 
certainly, however, the further fall 
in American money rates—discussed 








in a separate note below—which 
helped to widen the (already sub- 
stantial) margin for covered arbi- 
trage in favour of London. The 
effect of the Swiss restrictions was 
probably more evident in the London 
gold market, where strong demand 
pushed the dollar price to $35.16 
—its highest since the market re- 
opened in 1954. 

In July, the true intake of gold by 
the exchange authorities totalled no 
less than $160 millions, the biggest 
monthly gain since March, 1958, 
and exceeding the average intake of 
$134 millions in March-May, 1954, 
when the hot-money tide was run- 
ning most strongly towards London. 
After making the usual monthly 
repayment of $14 millions to the 
International Monetary Fund and a 
special payment of $42 millions to 
EPU creditors, the reserves rose by 
. $104 millions to $2,996 millions. 


The Fed Cuts its Rates 


Despite the heavy outflow of gold 
from America, which totalled $158 
millions in July and $138 millions 
in the first four weeks of last month, 
the Federal Reserve Board sanctioned 
a further reduction in official dis- 
count rates in the middle of last 
month—from 34 to 3 per cent. The 
reduction followed a further plunge 
in the three months’ Treasury bill 
rate to 2.131 per cent in the first 
week of the month; in ensuing 
weeks, however, the rate edged up- 
wards—reaching 2.550 at the tender 
en August 29. 

Undoubtedly, the Board’s decision 
reflected growing official concern 
about the softening of the economy. 
Certainly the expansion that began 
in the spring of 1958 now seems to 
have lost all its momentum. Indus- 
trial production in July remained 
at the June level of 109 (1957= 100), 
2 points below the peak established 
last January. Preliminary estimates 


put gross national product in the 
second quarter of the year $3,700 
millions higher than in the first 
quarter, at $505,000 millions, but 
more than half of this increase 
merely reflected higher prices: in 
real terms national product rose only 
from $495,900 millions to $497,400 
millions. Moreover, there have been 
signs in the past two months that 
consumer spending, on which the 
expansionists have recently been 
pinning their hopes, may now be 


flagging. 
Incorrigible Bulls ? 


Investors gave an _ impressive 
demonstration last month that they 
remain fundamentally bullish. They 
found little difficulty in shrugging 
off the unsettling news from the 
Congo and from the American 
economy and scarcely more in shrug- 
ging off the July trade figures. The 
markets, evidently, were more im- 
pressed by the strength of sterling, 
the size of the gold inflow and Mr 
Macmillan’s diplomatic successes in 
Bonn. In the first two weeks of the 
month —in markets admittedly 
thinned by the holiday season—the 
Financial Times equity index was 
carried upwards by 21 points to 
330.2. Profit-taking—and the trade 
figures—brought a slight reaction in 
the following week, but in the fourth 
week of the month the rise was 
resumed and the F'7' index reached 
337.4, within 6 points of the all- 
time peak established last January. 

None of this exuberance, however, 
spread to gilt-edged: the FT govern- 
ment stocks index plumbed a new 
low for the year of 79.25 on August 9; 
by the final week of the month it 
had recovered only to 79.73. -The 
market drew no comfort from the 
further increase announced in in- 
terest rates on longer-term loans 
from the Public Works Loan Board 
(raising the rate on loans for 15-30 
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years from 63 to 6} per cent and 
the rate on longer loans from 6 to 
6} per cent), taking it to imply that 
the Treasury anticipated no early 
reversal in interest rates. The de- 
moralization of gilt-edged was paral- 
leled in the murket for other fixed 
interest stocks, where underwriters 
were left to take up a very high 
proportion of new issues. 


Bank Statements Muddle— 


Bank advances have shown their 
first downturn since the ending of 
direct quantitative control in the 
summer of 1958. In the four weeks 
to mid-August aggregate advances, 
excluding transit items, dropped by 
£41 millions, whereas in the corre- 
sponding period last year they had 
risen by rather more than {50 mil- 
lions. In spite of this contrast, the 
bankers are taking care not to claim 


NET ADVANCES TO PRIVATE 
SECTOR 


(£ millions) 


Weekly Averages in 
Make-up Periods 
1959 


1960 
February . . +224 +24 
March +27 +16 
April +12 +164 
ay “ +11 +104 
June (mid) + 94 + 3 
July es 7 +172 +184 
August ‘ + 9 - 9 


that the new squeeze is at last show- 
ing substantial results. After the 
confusion caused by the large in- 
crease shown in the preceding five 
weeks, and by the differing press 
calculations of it, it was decided to 
suppress in future the banks’ indi- 
vidual monthly statements until after 
publication of the combined state- 
ment, and then to issue this formally 
with an explanatory comment from 
the Banking Information Service. 
The first contribution is not auspi- 
cious: the month’s reduction in 
advances, we are told, “‘ does no 
more than reflect normal fluctuations 
which inevitably occur in lendings 


from month to month’’. Does this 
mean that the movement was mainly 
seasonal? ‘There is some evidence 
that seasonal factors make for a de- 
cline in August—but the new attempt 
at elucidation does not mention this. 
And the price of the new system is 
delay in the issue of important in- 
formation. The banks must do 
better than this. 

In spite of the fall in advances, 
the transfer of an additional £37 
millions to special deposit was ac- 
companied by further sales of invest- 
ments, amounting to {£23 millions 
—but the combined liquidity ratio 
rose fractionally, to 31.4 per cent. 


—And the Advances Puzzle 


In the five weeks to July 20 gross 
advances had jumped by roughly 
£100 millions, and even after ex- 
cluding transit items and advances 
to the State boards the increase 
proved to be over £92 millions; the 
weekly average increase of {£184 
millions contrasted with only £3 
millions in June and £104 millions 
in May and was easily the highest 
since February, when tax transfers 
were at their peak. There was a 
large seasonal element in this move- 
ment, but unfortunately it cannot 
be evaluated with any precision. 
The biggest item is interest and 
commission, charged to accounts at 
the end of June; at the rates current 
in the first half of this year the 
interest alone would be in the region 
of £90 millions, but not all interest 
is debited half-yearly (some is 
charged quarterly) and an unknown 
proportion of the interest and com- 
mission debited will reduce bank 
deposits rather than raise bank ad- 
vances—notably, of course, when 
the customer is working on loan 
account (and has a parallel credit 
account) instead of by overdrawing 
his ordinary current account. No 
dependable light is shed on this 
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factor by past statistics, because 
June 30 make-up figures, even when 
shown clean of transit items, are 
distorted by other half-year-end in- 
fluences, and the mid-June make-up 
was introduced only in 1959. For 
what the comparison is worth, the 
four-week period from mid-June last 
year likewise showed a much bigger 
increase than in the preceding make- 
up period; but the steepening was 
more marked this year. Bankers’ 
guesses at the extent of the interest 
element ranged from one-third to 


Change on 
Month Year 
{mn {mn {mn 
Deposits. . 7247.8 | +271.9 
NT? 6899.6 + 255.1 
Net" Dep { 6779.4+ 4247.1 
Liquid _ 
Assets 2258.8 (31.2) 
Cash 


oo 
.. 596.7 (8.2) —- 
Call money 558.8 (7.7) + 
Treas bills 965.4 (13.3) 4 
Other bills _ 


137.8 (1.9) 
Special Dep 105.3 (1.5) + 
** Risk ” 


Assets 4679.4 (64.6) + 64.7 +193.1 


July 20, 
1960 


a 
ui SINT OS U1 Gi 


Ww 


Investments 1340.4 (78.5) -— 35.8 -—470.2 
Advances§ 3339.0(46.1) +100.5 + 663.3 
State Bds 74.1 + 10.4 - 3.7 
; f 3264.9 + 90.1 + 667.0 
All other 5 3162.21 4 92.3 +659.6 


* Excluding items in course of collection. 

+ Excluding all transit items as well. 

} Ratio of assets to gross deposits. 

§ Official total minus Lloyds Bank transit 
item. 

'| Excluding transit items. 


two-thirds of the whole disclosed 
increase, but it was pointed out that 
other special factors were present. 
For the first time since just before 
the war, the advances ratio rose 
above 46 per cent. Inevitably, 
several of the big banks again found 
it necessary to sell gilt-edged securi- 
ties in order to protect their liquidity. 
These sales—by Barclays, Lloyds, 
Midland and National Provincial— 
aggregated 35.8 millions, which 
happened to be almost exactly the 
amount of the month’s transfer of 
special deposits to the Bank of 
England to meet the first half of the 
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second 1 per cent call that was com- 
pleted on August 17. The average 
liquidity ratio improved from 30.8 
to 31.2 per cent, but this was the 
lowest recorded at this season since 
the ending of the war-time TDR 
system; the first three of the banks 
mentioned above all showed ratios 
below 31 per cent, with Barclays at 
only 30.2 per cent. Lloyds Bank’s 
index of net deposits eased sharply 
from its June 30 peak, to 120.8, 
but was still 0.3 higher than in May. 
Its upward curve has, however, been 
much flatter this year than in 1959. 


British HP in Europe 


A new holding company, Euro- 
credit, with its headquarters in Basle, 
was formed at the end of July to 
provide industrial credits and hire- 
purchase facilities on the Continent. 
Of its capital of SwFrs 24 millions, 
one-third is held by Bowmaker, one- 
third by Lloyds and Scottish Fin- 
ance, and the remaining third by 
E. Gutzwillar and Co., an _ inter- 
national financial syndicate. It is 
hoped that the company’s interests 
will be developed throughout the 
Continent by taking over existing 
small- and medium-sized finance 
houses, and will eventually cover 
most types of hire purchase, though 
concentrating on motor vehicles. 


Agenda for Washington 

The main interest in this year’s 
meeting of the International Mone- 
tary Fund, which opens in Wash- 
ington at the end of this month, is 
likely to be the size of the response 
to the persistent nudging that the 
Fund has been giving members to 
forsake the shelter of Article XIV 
and declare their currencies fully 
convertible under the terms of 
Article VIII. Briefly, the change 
would mean that a member would 
deny itself the right to impose any 
exchange restrictions on current 
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payments (or to maintain or adapt 
existing restrictions) without obtain- 
ing the prior approval of the Fund. 

For many of the Fund’s European 
members the transition from Article 
XIV to Article VIII would be a 
mere formality. Britain, for instance, 
has now eliminated virtually all re- 
strictions on current payments, and 
went a good way towards accepting 
the obligations of formal converti- 
bility when it recently renounced 
its right, under the General Agree- 
ment on Tariffs and ‘Trade, to main- 
tain import restrictions on balance 
of payments grounds. None the less, 
the Radcliffe Committee, it will be 
recalled, advised a year ago against 
accepting the obligations of Article 
VIII until Britain had been assured 
that the Fund’s approval for the use 
of discriminatory measures would 
not be withheld in conditions in 
which there is “‘a persistent and 
substantial movement of gold and 
foreign exchange to a single country 
or group of countries ”’ 


Bank of Italy’s New Governor 


Signor Guido Carli has been 
appointed governor of Italy’s cen- 
tral bank, in succession to Signor 
Donato Menichella, who at the age 


of 64 has had to withdraw because 
of ill-health. This choice of suc- 
cessor is particularly welcome at this 
juncture, since Signor Carli is well 
known as a “ good European ”’ and 
as one anxious to see Europe avoid 
the trade split that threatens it. 
Aged 46, he started his business 
career at the Italian exchange control 
and in the post-war years has held 
a succession of important offices— 
as member of the IMF managing 
board, chairman of the board of the 
EPU, Minister of Foreign Trade 
and, since 1959, general manager of 
the Bank of Italy (in which post he 
is succeeded by Signor Paolo Bafh). 

The retiring governor has long 
been recognized as Italy’s leading 
financial authority—and largely re- 
sponsible for the financial recovery 
that has underpinned the lira. 


Cleaner Figures of Exchequer 
Financing 

The important quarterly series of 
figures of Exchequer financing, pub- 
lication of which stemmed from the 
work of the Radcliffe Committee, 
has been revised and considerably 
improved. The salient characteristic 
of this series is its clean separation 
of the governmental sector from the 
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rest of the economy, a distinction 
that is hopelessly blurred in the 
conventional Exchequer returns (the 
“revenue ’’ returns) by the opera- 
tions of the so-called “‘ departments ”’ 
and the movements of departmental 
balances and other intra-govern- 
mental accounting. In its original 
form, however, the new series suf- 
fered from the weakness that the 
Banking Department of the Bank of 
England was treated not as belong- 
ing to the governmental sector, but 
as part of the “ public”. This de- 
fect has now been corrected by a 
series of revisions that has the 
effect of showing the aggregate of 
Banking Department operations 
separately. Only modest changes 
have resulted in the figures of net 
liquidation by the public of market- 
able gilt-edged stocks—the net run 
down in the first quarter of this 
year is now shown as £274 millions, 
instead of £269 millions—but more 
substantial differences are shown in 
the movements of “‘ market ’’ hold- 
ings of ‘T'reasury bills. In the March 
quarter these are now shown as 
reduced by £263 millions, instead of 
£281 millions. 


‘Introducing’ Arbuthnot Latham 


The veil was lifted last month 
from the activities of yet another of 
the City’s ancient merchanting and 
accepting houses, on the occasion of 
the introduction of its shares to the 
Stock Exchange. Arbuthnot Latham 
& Co, which dates from 1833, 
became a public company at end- 
July and raised its paid-up to 
£827,500 by the issue of 210,000 
£1 ordinary shares for cash at 25s 
to existing holders and by a bonus 
issue of £27,500 in preference shares; 
170,000 of the new ordinary shares 
were then placed on behalf of share- 
holders by Cazenove & Co at 30s 
a share. The seven directors of the 
company are all of them members 


or connections of the Arbuthnot or 
Abel Smith families, and after these 
capital changes the family interests 
still hold 38 per cent of the ordinary 
capital of £525,000; a further 24 per 
cent is held by Pearl Assurance. 
Unlike the majority of the other 
members of the Accepting Houses 
Committee, the house still relies for 
a large part of its business upon 
direct merchanting, agency and 
secretarial services, and it also, 
through a subsidiary, operates two 
sisal plantations in ‘Tanganyika. 
Originally concerned mainly with 
trade with India, it soon established 
important connections with the Cey- 
lon tea trade and later widened its 
commodity merchanting interests to 
include rubber, sugar, coffee and 
sisal. Connections have been estab- 
lished in Kenya, Costa Rica and 
Nicaragua, Mauritius, Argentina and 
Malaya. The £260,000 proceeds of 
the recent issue will be used to broad- 
en the merchant banking activities. 


Light on the Scots Banks 


The Scottish banks last month 
released aggregated figures for their 
monthly make-up dates from Janu- 
ary, 1959, to June, 1960, thus taking 
the first step to implement the 
recommendation of the Radcliffe 
Committee that they should pub- 
lish make-up data on approximately 
the same lines as do the clearing 
banks. The new figures are in con- 
tinuation of the series published in 
the Radcliffe evidence (covering the 
years 1951-58), and thus are in one 
respect superior to those at present 
published by the clearing banks, 
since they classify holdings of British 
Government securities into those 
with up to five, and over five, years 
to run. Unfortunately, it has still 
not been found possible to provide 
figures as at any single date: each 
aggregate relates to dates varying 
from bank to bank, between the 
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middle and the end of each month. 
Even so, this is a great advance on 
the hopelessly inadequate data 
hitherto available, provided only in 
the annual balance sheets, with no 
uniformity and at widely spread 
dates. 

As will be seen from the detailed 
table below, the experience of the 
Scots banks in the two years from 
the ending of the squeeze proves to 
have differed rather less from that of 
the clearing banks than has been 
often suggested. True advances rose 
in the latest twelve months by al- 
most exactly the same proportion 
(26 per cent), though the rise over 
the two years was perceptibly less 
in Scotland—55 per cent, compared 
with nearly 61 per cent. Partly for 
this reason, the sales of gilt-edged 
by the Scottish banks were rather 
less heavy than those of the clearing 
banks: the Scots’ sales, totalling £78 
millions over the two years, were 
equivalent to 10.4 per cent of gross 
deposits as at the start of the period, 
whereas the clearing banks’ sales of 
£852 millions were equivalent to 
12.8 per cent. The clearing banks 
had also to finance, however, an 
addition of £100 millions to liquid 
assets (a modest addition, since their 


gross deposits rose by £780 millions, 
or 11.7 per cent), whereas the Scots 
banks kept their aggregate liquid 
assets, other than cash required as 
note cover, unchanged at £1073 
millions, in spite of the fact that 
gross deposits rose by £43 millions, 
or 5.8 per cent. 


Liquidity Comparisons 

These figures, and the table below, 
bring out the differences between 
liquidity practices north and south 
of the border. The Radcliffe Com- 
mittee, commenting on these differ- 
ences, thought that some part of the 
Scots banks’ note cover could serve 
two purposes, and thus be counted 
as a liquid asset. This view, how- 
ever, has since been authoritatively 
rejected—by Mr Ian Macdonald, 
chairman of the National Commer- 
cial Bank, in his article in The Banker 
last April: the note cover, he said, 
s ‘far from being in the first rank 
of liquidity”. On this basis, all but 
the £3 millions fiduciary portion of 
the note issues, totalling £1243 mil- 
lions at mid-1960, must be regarded 
as absorbing an equivalent amount 
of cash; hence, of the aggregate of 
£142.8 millions of cash held at June 
last, only {21.2 millions could be 


SCOTTISH BANKS, 1958-60 
(£ millions) 


June, 

1958* 

Gross Deposits .. a roe 748.5 

Current accounts ae “i 310.7 

Deposit __,, ~~ ves 353.7 
Other pe i i4 84.1 

Note issues si “4 119.8 

Note cover “= om 116.8 

Cash / “Free” cash... = 20.7 

Call money , 7 és 60.4 

Treasury bills .. a — 21.7 

Other bills - Ve sas 4.8 
Special deposits .. 7 ea — 

Total investments a2 = 353.2 

Gilts, 0-5 years oe “e 96.1 

», Over 5S years... - 243 .3 

Advances (net) .. ie a 220.5 





June, 1960* 
June, % of Change 
1959* Gross Over 
Deposits 2 Years 
782.0 791.7 —— +43.2 
327.0 346 .3 43.7 +35.6 
371.7 372.0 47.0 +18.3 
83.3 73.4 9.3 —10.7 
120.6 124.6 — + 4.8 
117.6 121.6 — + 4.8 
18.8 21.2 ba + 0.5 
68.3 68 .6 8.7 + 8.2 
18.9 10.9 1.4 - 10.8 
6.4 6.8 0.9 + 2.0 
— 2.8 0.4 + 2.8 
327.5 287 .3 36.3 -65.9 
81.1 75.5 9.6 — 20.6 
222.8 186.6 23.6 —-56.7 
271.7 342.5 43.3 +122.0 


* At dates, varying from bank to bank, between the middle and end of each month. 
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regarded as “ free ’’—the equivalent 
of 2.7 per cent of gross deposits. 
The fact that the banks’ own un- 
issued notes provide a substantial 
proportion of the till money at 
Scottish branches makes it impossible 
usefully to compare this percentage 
with the 8 per cent cash ratio main- 
tained in England. If only the 
‘free’ cash is included in liquid 
assets, and no part of the item 
“balances with other banks, items 
in transit, etc’’, then aggregate 
liquid assets at mid-1960 repre- 
sented only 13.6 per cent of gross 
deposits; two years previously the 
ratio was 14.4 per cent. 

Since the ratio of advances to 
deposits is now much the same in 
Scotland as in England, it follows 
that the lower proportion of liquid 
assets is roughly offset by a higher 
proportion of investments. At mid- 
1960 the Scots banks’ gilt-edged 
holdings represented fully 33 per 
cent of gross deposits. The propor- 
tion of the portfolio held in shorts 
was probably a good deal less than 
in England; it amounted to 29 per 
cent, whereas at the clearing banks, 
at the latest date for which figures 
are available (end-1958), the pro- 
portion was almost 50 per cent. 
Even so, the ratio of short bonds to 
deposits is probably slightly higher 
in Scotland than in England. De- 
posit account balances, it will be 
noted, account for more than half 
the total of true deposits. 


Machines in the House 


The Stock Exchange at last seems 
to have overcome most of the for- 
midable difficulties presented to the 
advance of mechanical book-keeping 
by its complicated transfer system 
(itself the subject of a top-level in- 
quiry), its fortnightly dealing ac- 
counts and its jobbers. It has now 
introduced mechanics into its settle- 
ment department, where hitherto 
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the clearing has been done by 150 
whole- or part-time clerks. In the 
middle of last month 34 of the 160 
active stocks for which the depart- 
ment is responsible began to be 
cleared mechanically. If all goes 
smoothly—the success of the experi- 
ment will depend above all else on 
the co-operation of brokers—it is 
hoped that by November all the 
160 stocks will be cleared mechanic- 
ally. Thereafter it is planned to 
bring more stocks into the clearing 
and later to extend it to jobbers’ 
ledgers. Ultimately—though this is 
looking very far ahead—it may be 
extended to brokers, thus providing 
a complete system of centralized 
accounting. 

The clearing will be performed 
by 18 machines (with a total capital 
value of £90,000) which will be 
rented from International Com- 
putors and Tabulators at £1,500 a 
month. The capacity of the present 
system would enable it to clear 
150,000 bargains per (fortnightly) 
account: the number of bargains 
cleared by the department has re- 
cently averaged 60,000 per account. 
It is to be hoped that one by-product 
of this innovation will be the pro- 
vision of some indication of turnover. 


Exit the Farthing 


The farthing will cease to be legal 
tender from January 1, 1961—it has 
outlived its usefulness and will be 
withdrawn from the coinage, the 
Economic Secretary to the Treasury 
announced at the end of July. The 
last demonetization to take place in 
this country was that of gold coins 
issued before the reign of Queen 
Victoria, in 1890. Farthings have 
been minted in most years from 1860 
to 1956, it is estimated that 200 
millions are still in circulation, but 
it is hoped that most of these will be 
changed at a bank before the end of 
the year. 
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Exports and Expansion 


HE further and sharper fall in exports revealed in the trade return 
for July has thrust the balance of payments, unexpectedly, right 
into the centre of economic policy-making. Seasonally adjusted, 
Britain’s exports totalled £272 millions in July, compared with a 
monthly average of £295 millions in the second quarter of the year and 
£304 millions in the first. This further decline almost certainly means 
that the balance of current payments is now in the red. Hitherto, official 
policy has been based on the assumption that the external surplus this 
year would be of roughly the same order as the £145 millions realized in 
1959—admittedly inadequate on a long-term view but just acceptable in a 
year in which the economy was likely to be expanding rapidly and sterling 
was still basking in the high international esteem it has enjoyed since its 
formal move to convertibility. ‘That assumption, clearly, must now be 
discarded. ‘This article, after glancing at the short-term implications of 
this change, turns to consider some of its underlying causes and to suggest 
its longer-term pointers for policy. 





I—Surplus Before Easier Money 


In the four months April-July the crude trade gap (between imports 
valued c.i.f. and exports and re-exports valued f.o.b.) totalled £303 millions, a 
deterioration of no less than £140 millions compared with the same months 
of 1959. Assuming that invisible earnings are running at roughly the 
same level as last year (the crack in Middle East oil prices may make this 
a rather optimistic assumption) it seems certain that the balance of current 
payments was in deficit in those four months. Moreover, if the remaining 
five months of the year show a similar deterioration on the corresponding 
period of 1959 the balance of payments is likely to be in deficit for the 
year as a whole—in spite of the surplus of £46 millions earned in the first 
quarter. This is the new and ominous unknown that has been introduced 
into the calculus of official policy. Admittedly, this prospect may be 
unduly coloured by the bad figures for July; but already in the June figures 
a downtrend seemed to be established. Unfortunately, the recent labour 
troubles at the docks and among merchant seamen are likely to blur the 
statistical picture at the very moment when a clear view is required. 

Before the trade figures were published last month the dominant external 
influence bearing on policy had seemed to be the heavy inflow of hot money 
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into London. In July, as a note on page 565 records, the true rise in the 
reserves totalled no less than $160 millions—exceeding the average monthly 
intake in the period April-May, 1954, when funds were pouring into 
London in anticipation of a widening of the exchange rate limits. The 
fact that sterling has remained so firm—and the intake of gold so unseason- 
ably large—despite the deterioration in the underlying balance of payments 
is an impressive measure of the strong attraction of Britain’s high money 
rates, an attraction that has, admittedly, been assisted by the moves taken 
by Germany and Switzerland to discourage an inflow of foreign funds 
and by the further fall in discount rates in New York. In the early days 
of last month there were many. in the City who, encouraged by the July 
gold figures, expected a cut in Bank rate before August was out. Certainly, 
an inflow of funds on that scale seemed of little real benefit to sterling: 
the rise in the reserves was balanced pound for pound by an increase in 
Britain’s quick liabilities. If confidence in sterling were disturbed, if 
confidence in the dollar recovered or if hopes of a revaluation of the mark 
revived, these funds could be withdrawn from London even more quickly 
than they came in, and the spectacle of such a rapid outflow might unsettle 
other, more stable, holders of sterling. 

Even so, the size of the inflow, embarrassing as it may be to the authorities, 
could not be the decisive factor influencing Bank rate. Both increases in 
Bank rate this year were directed primarily at the domestic economy, so 
that, even if there were signs that domestic demand was losing its exuberance, 
Bank rate could not safely be reduced if that seemed likely to be made the 
signal for renewed expansion. So far there has been no clear evidence that 
the pressures on the economy are easing sufficiently to warrant relaxation 
of any of the restraints previously applied. ‘The preliminary estimate of 
retail sales in July. restoring the seasonally-adjusted index (with a rise of 
one point) to the peak of 112 established in April, suggested that, despite 
the hire-purchase restrictions, the trend of consumer spending was still 
firmly upwards. Moreover, the mid-August unemployment count gave no 
indication of any easing of demand: the rise in unemployment—29,000 to 
321,000—was, indeed, slightly less than the normal seasonal increase, 
though the number of unfilled vacancies fell by slightly more than is normal 
at this time of the year. The proportion of the labour force out of work 
last month was 1.4 per cent compared with 1.3 in July and 2.0 in August, 
1959. The tightness of the labour market at a time when a very large 
number of wage claims are outstanding provides a compelling argument 
against relaxing prematurely the restraints of demand. 

Thus, even without the trade figures, the case for reducing Bank rate 
presented last month seemed unconvincing. The trade figures made it 
decidedly more so. For they invalidated the tacit assumption upon which 
much of the recent discussion of policy has been based: the assumption 
that in the world conditions of 1960 the current balance of payments could 
safely be left to look after itself. It is now clear that whatever the longer- 
term dangers of the inflow of hot money the authorities must for the present 
be prepared to accept them. Official policy must now be directed to 
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strengthening the external balance: the new Chancellor of the Exchequer, 
Mr Selwyn Lloyd, if he has indeed the predilections for the easing of 
monetary restraints that some soothsayers credit him with, will doubtless 
regret that his predecessor did not take a stronger line at budget time. 
Clearly, the pace of expansion that can be safely sustained in the months 
ahead will depend above all else on the course of exports. It is essential, 
therefore, that the reasons for Britain’s recent failings should be seen as 
clearly as possible. 


II—Britain’s Performance in 
Perspective 


Undoubtedly, a substantial part of the recent decline in Britain’s exports 
is attributable to factors largely beyond its own control—notably to a 
slackening in the pace of expansion of world trade. The flattening out of 
the boom in the United States, Britain’s biggest single customer, and— 
less markedly—in western Europe has significantly slowed down the growth 
of international trade in recent months; the (largely consequential) weaken- 
ing in commodity prices suggests that this deceleration may be carried 
further by a decline in imports by primary producing countries, whose 
exports, in any case, levelled off in the first half of this year. The effect 
of this slackening in world trade on exports from countries outside United 
States has been intensified, moreover, by the substantial dismantling of 
restrictions on dollar imports that has taken place in the past two years 
and by the introduction of compact cars by American motor companies. 
Thus in the first six months of this year American exports were some 
21 per cent higher than in the same months of 1959 while American imports 
were only 3 per cent higher. Moreover, the rate of increase in imports 
showed definite signs of slowing down after the first quarter of the year 
(in the three months May-July Britain’s total exports to the United States 
were some 17 per cent below their level a year earlier, and exports of cars 
in particular were no less than 27 per cent lower). In these circumstances 
some falling-off in Britain’s exports was probably inevitable—and indeed 
the decline recorded in the second quarter of the year was not perceptibly 
greater than that indicated. by the (unadjusted) export figures of other 
industrial countries in Europe. . The July figures, which show a sharp 
contrast between the experience of Britain and Germany, make the com- 
parison decidedly less favourable, however. ‘Taking the first seven months 
of the year, what gives cause for concern is that the changes in the general 
conditions of world trade should have affected Britain’s exports more 
severely than they have the exports of other leading industrial countries. 

In short, the cause for concern is that Britain’s share of world trade is 
continuing to fall while that of France and Germany is still rising. In 
the first quarter of this year, when the trend of its exports was still upwards, 
Britain’s share of world trade in manufactures fell to 17.0 per cent 
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compared with 18.4 per cent a year earlier, while Germany’s share rose from 
18.3 to 18.8 and France’s from 8.7 to 10.6 per cent. Ona longer comparison, 
Britain’s share dropped from 20.3 per cent in 1954 to 17.3 in 1959, Ger- 
many’s rose from 14.8 to 19.1, Japan’s from 4.7 to 6.7 and France’s from 
9.0 to 9.2. Or, to explain the trend in another way, Britain’s exports have 
persistently expanded at a slower pace than total world trade—and, as the 
accompanying table shows, they have tended to suffer disproportionately 
in any temporary setback to total trade, such as that experienced during 
the American recession of 1957-58. 

While world trade was expanding vigorously and Britain’s exports were 
rising at a respectable pace (though a slower pace than its competitors’) 
the decline in Britain’s share of world trade could be viewed without too 
many misgivings. Indeed, the fact that Britain and America, the two 


WORLD EXPORTS OF MANUFACTURES 














($ millions. Percentage change over a year earlier in italics) 

Exports of 1st Qtr 
Manufactures 1955 1956 1957 1958 1959 960 
United Kingdom .. 6,656 7,305 7,678 7,463 7,864 2,186 
9.9 9.7 5.1 —2.4 4.5 16.9 

Germany .. 5,250 6,321 7,471 7,440 8,677 2,412 
18.7 20.4 18.2 4.1 11.6 29.5 

Belgium-Luxembourg 2,212 2,565 2,568 2,486 2,730 810 
20.5 16.0 0 —3.2 9.8 32.7 

France 3,158 3,015 3,412 3,617 4,176 1,355 
16.7 —-4.5 13.2 6.0 15.4 53.4 

Italy 1,149 1,371 1,627 1,735 2,027 648 
21.3 19.3 18.7 6.6 16.8 56.2 

Netherlands 1,299 1,363 1,498 1,628 1,888 520 
14.0 4.9 9.9 8.7 16.0 21.5 

Sweden 910 1,060 1,217 1,282 1,385 406 
9.8 16.5 14.8 5.3 oe, 31.0 

Switzerland 1,201 1,327 1,439 1,423 1,545 395 
Be 10.5 8.4 —1.1 8.6 15.9 

United States 8,321 9,718 10,831 9,772 9,660 2,663 
11.5 16. 52.5 —9.8 —1.1 13.7 

Canada 2,069 2,245 2,350 2,232 2,377 656 
10.3 8. €.7 -5.0 6.5 40.2 

Japan 1,744 2,181 2,538 2,510 3,032 779 
25.9 ao.t 16.4 —1.1 20.8 23.0 

TOTAL 33,998 38,502 42,628 41,923 45,367 12,833 
14.1 13.2 10.8 —1.6 8.1 26.2 





countries that have maintained the highest rate of direct investment over- 
seas, have also been the two whose share of total exports has been shrinking 
suggests that a comparison of figures of visible exports alone may be too 
narrow. Some account, surely, ought also to be taken of the flow of dividends 
to parent companies from overseas subsidiaries, whose output often replaces 
direct exports from the home country. But anxiety about Britain’s declin- 
ing share becomes a good deal more acute when the volume of world trade 
is no longer rising so rapidly, and when indeed it is threatening to turn 
downwards. The underlying reasons for that long-term decline then 
become highly pertinent. 

Part of the decline is attributable to changes in the pattern of world 
trade, changes associated particularly with the relative increase in trade in 
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manufactured goods between industrial countries. ‘The most rapidly grow- 
ing markets in recent years have been the United States and Western 
Europe; the import demands of the primary producing countries in the 
sterling area, where Britain has its traditional outlets, and in Latin America, 
where America is traditionally dominant, have been growing at a much 
slower pace. Similarly, the emphasis within trade in manufactured goods 
has been changing away from many of Britain’s traditional lines, such as 
textiles, ships and, more recently, aircraft, towards chemicals, cars and 
electrical machinery—lines in which overseas producers have always played 
leading r6les. Certainly, these changes in the relative growth of markets 
and in the relative demand for different products may explain a considerable 
part of the disparity between Britain’s performance and Germany’s. But 
it is easy to overrate their significance. A survey published in the Board 
of Trade Journal (March 11, 1960) estimated that changes in the area and 
commodity pattern of trade between 1954 and 1958 accounted for less 
than a fifth of the fall in Britain’s share of world trade during the period. 
Last month an analysis by the National Institute of Economic and Social 
Research of changes in the year 1959 pointed to the disturbing conclusion 
that, in spite of the stagnation in sterling area markets, the change in the 
pattern of trade last year was not to Britain’s disadvantage. ‘This was 
partly because the main falls in exports to the sterling area were in base, | 
metals and textiles, products in which Japan has a large share of the market, 
while exports of chemicals and machinery, in which Britain’s share is 
greater, were appreciably higher. ‘The whole of the decline in Britain’s 
share of world trade in 1959—from 17.8 per cent to 17.3 per cent—was 
attributable, the analysis suggested, to a loss of competitiveness by Britain’s 
exports in the sterling area itself. Britain’s relative performance in non- 
sterling third markets as a whole showed an improvement, particularly in 
Latin America and the Soviet bloc. 

The fact that Britain has lost ground to competitors most rapidly within 
its traditional sterling markets suggests that some of the reasons popularly 
advanced for the sluggishness of its exports are misconceived. ‘Thus the 
absence of established connections, and the unwillingness of British manu- 
facturers to fix contracts in foreign currencies, to write letters and provide 
brochures in foreign languages and to give specifications in metric’ units 
can scarcely account for any of the rapid fall in Britain’s share of sterling 
markets. Between 1954 and 1959 Britain’s share of those markets dropped 
from 57.5 per cent to 48.2 per cent. The latest available figures suggest 
that it has fallen further this year. In the first quarter of the year, as the 
table overleaf shows, Britain’s exports to Australia, New Zealand, South 
Africa, Rhodesia and Nyasaland, Ghana and Hong Kong failed to keep 
pace with the increase in total imports into those countries. The only 
sterling markets where Britain improved its share significantly were India 
and Pakistan (the two markets, incidentally, where the influence of credit 
terms would probably be strongest). Undoubtedly, the main reason A 
the decline in Britain’s share of sterling markets is the gradual erosion o 
the protection that Britain has enjoyed in those markets. The gradual 
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whittling away of the preferential margins accorded to British exports 
under the Ottawa Agreements and, more recently, the virtual abolition of 
discriminatory controls against dollar imports and the conclusion of trade 
agreements with Japan by some sterling countries have severely reduced 
the privileged position that Britain used to hold. Now Britain must meet 
Overseas competition on almost equal terms: the clear implication of the 
trade statistics is that it is not meeting that competition successfully. 
This is the crux of Britain’s present export problem. The removal of 
much of the protection that British exporters have enjoyed in the past 
thirty years has exposed the fact that many British products are, in some 
sense, uncompetitive. Even inthe American market, where British exporters 
have never enjoyed any privileges (except the marginal one of a common 
language) Britain’s exports have made less headway than those of other 


IMPORTS INTO LEADING OVERSEAS STERLING COUNTRIES: 
JANUARY-MARCH, 1960 


(£ millions. Percentage change on January-March, 1959, in italics) 


United Ger- Other United Total 
To: From: Kingdom many OQEEC States Japan Imports 

Australia... a ie 70.9 11.4 17.6 33.4 7.8 192.9 
+24 +4] +20 +52 +34 +26 

New Zealand hi re 28.9 1.9 4.0 5.9 1.6 62.5 
+1 +32 +39 +49 +120 +25 

South Africa 40.0 13.3 20.4 23.9 4.3 135.4 
+ 7 +4 +25 +21 +24 +15 

Rhodesia and Nyasaland .. 13.3 F. 2.9 2.1 0.4 38.3 
+ 7 +68 +35 +43 +79 +18 

India 34.3 17.6 18.1 22.8 Tua 157.6 
+12 —18 - 9 — 50 — 24 - 9 

Pakistan 8.5 a 6.4 12.5 4.7 49.0 
+8] +27 +59 +71 +176 +59 

Ceylon 8.1 1.7 3.2 1.6 3.0 37.0 
— 3 +47 +18 +32 —1]1 +1] 

Ghana ca ia — 12.7 1.7 6.6 Fe 2.2 31.2 
+27 + 4 +76 +30 +34 +32 

Malaya and Singapore... 19.3 aa 7.6 4.2 11.4 132.3 
+22 +40 +13 —1]1 +32 +21 

Nigeria a “a ss 23.5 3.6 8.0 2.6 5.0 50.5 
+19 +19 +21 +21 +4 +17 

Hong Kong - - 10.7 2.6 PY 11.6 14.7 91.3 


+38 +57 +51 +89 +60 +46 


industrial countries. Thus even in the buoyant conditions of 1959 the 
rise in Britain’s exports of manufactures to America, by 36 per cent, fell 
considerably short of the rises achieved by Germany (44 per cent), Japan 
(57 per cent) and France (62 per cent). More disturbingly, Britain seems 
to have suffered more than other leading industrial exporters from the 
slackening in the growth of American imports this year. 

The reasons for the loss of competitiveness suggested by the recent 
trade figures must be sought at home. A superficial reason may be delivery 
delays: British manufacturers, by and large, do not give the same priority 
to export orders as do their continental competitors, and the delivery period 
for such orders may thus lengthen when the pressure of home demand is 
increasing, as it has been in the past year. Similarly, potential exports 
may be frustrated by the lure of the home market, with its promise of a 
quicker and less troublesome sale. This comparative indifference to export 
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orders is a symptom of a deeper malaise stemming from the softness (and 
profitability) of the home market. This softness, no doubt, is the principal 
reason why so many British manufacturers never venture into foreign 
markets. Roughly a third of Britain’s exports of manufactures, it was 
estimated recently, emanates from forty big firms (employing only 10 per 
cent of the workers in the industries concerned). Certainly, the big firm 
enjoys a substantial advantage in exporting, if only because it can spread 
the inescapable overheads more easily and can deal with the bulk orders 
that may follow an advertising campaign. In this respect German industry, 
with its bigger units may be at an advantage compared with British industry. 
Even so, the coolness of most British manufacturers towards exporting is 
highly disconcerting. Exhortation, as recently attempted by the Prime 
Minister, may stir some patriotic emotions or advertise access to informa- 
tion that was not previously known. But words alone are unlikely to 
overcome the prejudices of small firms, who cannot link their fortunes so 
closely to those of the national economy as can, say, ICI or British Motors. 
If more firms are to be tempted into the export market it will have to be 
made less facile for them to employ the whole of their capacity profitably 
in supplying the home market. 

The softness of the home market has also affected exports in another, 
and more serious, way. Since the war British manufacturers have generally 
found it easy to pass on any increase in their costs to their home customers. 
This, naturally, has blunted both their willingness to resist excessive wage 
demands and their incentives to adopt new cost-reducing techniques of 
production. ‘The result, as is well known, is that productivity in British 
industry has lagged behind that in most other industrial countries, par- 
ticularly on the Continent. In consequence, British prices have been under 
almost continuous pressure since the war, and although manufacturers have 
been willing to meet competition in export markets by paring their profit 
margins, they have been unable to prevent the rise in home prices and 
costs from pushing up export prices. Since 1953 the average price of 
British exports has risen by 10 per cent and the average price of American 
exports by 8 per cent, while the price of German exports has risen by only 
1 per cent and the price of Japanese exports has actually fallen by 6 per 
cent. (The average price of French exports has also fallen by 6 per cent, 
a fall attributable entirely to the two devaluations of the franc during the 
period.) On a shorter-term comparison, British and American export 
prices showed no net change between the final quarter of 1957 and the 
first quarter of 1960; German prices fell by 3 per cent, French by 4 per 
cent and Japanese by 1 per cent. How far the movements in such indices 
are a reliable guide to changes in the “ value’”’ of a heterogeneous group 
of products is, of course, debatable. The fact, however, that the relative 
expansion in the volume of exports achieved by these countries has been 
roughly in inverse proportion to the relative movement in the indices 
of their export prices suggests that price considerations may have played 
a part—perhaps an increasing part—in determining the respective shares 
of world trade in recent years. 
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Britain may now have reached a moment of truth. The protection that 
its exports have enjoyed in the sterling area has been largely removed and 
the buoyancy that American demand has given to world trade in the past 
two years appears to be ending. Almost certainly, competition is going to 
intensify in export markets in the year ahead. The recent falling-off in 
exports should be read as a warning that Britain’s competitive power is not 
as strong as it needs to be. Unless that warning is heeded the prospects 
for expansion at home and, ultimately, for sterling will not be auspicious. 


I11—Pointers for Policy 


If, as this survey suggests, the origins of the recent down-trend in 
exports are deep-rooted, the trend cannot be reversed quickly by Govern- 
ment action. In the short run all that the Government can do is to ensure 
that there is always sufficient slack in the economy both to permit any 
increase in overseas demand to be met immediately and to provide manu- 
facturers, individually, with an incentive to hold down their costs. This, 
presumably, was the broad idea that lay behind the Treasury’s assertion to 
the Radcliffe Committee that policy in the early 1960s should be directed 
to achieving a surplus of £450 millions a year on current account. For 
the immediate future the clear implication of the recent widening of the 
trade gap is that the restraints now imposed on demand will have to be 
retained for rather longer than seemed likely originally. But its implica- 
tions for the longer run are no less certain. 

First, it underlines the need to take every possible step to avoid dis- 
crimination in European trade. It is certainly to be hoped that the rap- 
prochement between Mr Macmillan and Dr Adenauer last month will pave 
the way to a genuine agreement between Britain and the six common 
market countries that will preserve the basis of free trade in Europe without 
hindering the free flow of goods within the Commonwealth. 

Secondly, it emphasizes the imperative need to make Britain’s economy 
more competitive. Profits must be made harder to earn, they must be made 
the reward of efficiency and enterprise instead of the natural consequence 
of production. A wider margin must be maintained between home demand 
and capacity and a stiffer attack made on restrictive practices (by manage- 
ment and by labour). And the home market could usefully be exposed to 
a stronger draught of foreign competition. At the highly important meeting 
of the General Agreement on Tariffs and Trade that opens in Geneva this 
month the Government has an excellent opportunity to negotiate reciprocal 
reductions in tariff barriers. That opportunity deserves to be seized with 
both hands. The Government has already intimated that it is going to 
Geneva prepared to offer substantial reductions in tariff barriers. It should 
live up to those brave words. For the surest way of making British pro- 
ducts compete effectively with foreign products in overseas markets is to 
expose them to similar competition at home. — Paradoxically, perhaps, the 
solution of Britain’s present export problem may depend on the tearing 
down of its barriers against imports. 
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Canada’s Floating 
Dollar 


Changing Views after Ten Years 


By R. E. ARTUS 


EN years ago this month—more precisely on September 30 

1950—Canada cancelled its official rates of exchange, which since 

1949 had been pegged to allow a premium of 10 per cent to the 

US dollar, and left its currency free to find its own level in the 
market. Although in the first year of “‘ freedom” the authorities inter- 
vened quite heavily at times in both the spot and forward markets, their 
intervention has since been very small in extent and, apparently, confined 
to smoothing operations. Judged by the stability of the exchange rate 
and of the official gold and dollar reserves since 1952 the experiment seems 
to have worked with remarkable smoothness in a period in which Canada’s 
trade balance and the net inflow of long-term capital have both fluctuated 
violently from year to year. But in recent months the wisdom of leaving 
the rate to be determined entirely by the free play of market forces has 
been seriously questioned—and the authorities by their words, if not by 
their actions, have indicated some anxiety to influence the rate. _The fact 
that the rate has moved more sharply in the past six months than at any 
time since it settled, in 1952, at a small premium on the US dollar con- 
siderably adds to the interest of this tenth anniversary. This article 
examines the reasons why the free rate has worked with such smoothness 
in the past decade and outlines the background to the recent suggestions 
—perhaps more political than economic in origin—that a completely free 
rate may no longer be appropriate to the needs of Canada’s economy. 

A floating rate was adopted by Canada, despite its commitment through 
the International Monetary Fund to fixed parities, when speculation, based 
on a strongly held view that an upward revaluation of the old fixed rate 
was inevitable, was producing a vast inflow of funds, embarrassing to the 
Canadian monetary authorities in their management of domestic credit. 
This speculation might have been ended by the expected revaluation, but 
there was considerable doubt about what was likely to prove an equilibrium 
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level for the exchange rate, and some anxiety lest harm be done by setting 
the rate too high. Initially the Canadian authorities may have intended 
to peg the rate as soon as experience had shown at what level it would 
command sufficient support in the market to give promise of stability. 
But this was at the very beginning of the great boom based on the develop- 
ment of the country’s natural resources which followed the outbreak of the 
Korean war. It soon became apparent that a floating exchange rate might 
offer the best chance of allowing a domestic monetary policy independent, 
if need be, of pressures arising from the massive inflows and outflows of 
foreign funds that might otherwise be expected in the coming phase of 
rapid development. Other methods (for example, the use by the central 
bank of variable reserve ratios) could, of course, have been found to 
neutralize the effects on the domestic money supply produced by the 
flow of foreign capital, but by the time it could be seen that the problem 
was likely to be a persistent one the floating exchange rate had settled 
down to comparative stability and was effectively removing the need 
for such steps. Moreover, it was continuously difficult to estimate what 
a sustainable fixed exchange rate for the Canadian dollar would be; in 
the short run it was expected that the investment boom would lead to 


TABLE I 
CANADA’S BALANCE OF PAYMENTS, 1950-59 
($ millions) 











CURRENT ACCOUNT 
Mer- Non- Balance Balance of 
chandise Merchandise Current Current Account 
Trade Items Account and Long- 
(net) (net) term Capital 
1950 ea ‘4 Ja + 10 — 344 — 334 +255 
1951 lis - - — 147 - 370 — 517 + 52 
1952 - ¥s ea +489 — 325 + 164 + 558 
1953 i ea ax - 58 — 385 — 443 + 78 
1954 ne a - + 13 — 445 — 432 + 46 
1955 nee ne at —211 — 487 — 698 — 406 
1956 - ae és — 728 — 638 —1,366 — 160 
1957 ive - “ — 579 — 845 —1,424 —215 
1958 - we ai -—179 — 952 —1,131 — 149 
1959 oe oa _ — 380 —1,049 —1,429 — 374 
CaPITAL ACCOUNT 
Change in 
Official 
Foreign Net Sales Other Holdings of Other 
Direct of New Security Gold and Capital 
Invest- Canadian Trans- Foreign Move- 
ment Securities actions Exchange ments 
(net) — (net) (increase, 
minus) 
1950 +258 — 74 +405 — 722 +-467 
1951 +289 +227 + 53 — 56 + 4 
1952 +269 +227 — 102 — 37 — 521 
1953 + 363 +189 — 31 + 38 ‘ —116 
1954 +311 +128 + 39 — 124 + 78 
1955 +343 —- 18 — 33 + 44 +362 
1956 +479 + 526 +201 — 33 +193 
1957 +446 +665 + 98 +105 +110 
1958 +372 +519 + 91 — 109 +258 
+440 +449 +166 + 70 + 304 


1959 


$82 


Source: Dominion Bureau of Statistics. 
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an exceptionally high demand for foreign exchange, while on a longer view 
it was expected to produce a sharp rise in export receipts. ‘The mid-1950s 
therefore did not seem a propitious time to decide the optimum level at 
which to establish a new parity. This uncertainty, for most of the 1950s, 
was intensified by the fact that the restoration of the traditional multi- 
lateral payments pattern, in which Canadian deficits on current account 
with the United States were offset by surpluses with other areas, was being 
thwarted by the inconvertibility of most of the overseas currencies earned. 
All told, there seemed much to be said for continuing with a floating rate 
with its complex, but apparently efficient, equilibrating mechanism. 

Since early 1952 the exchange rate has remained within a relatively 
narrow range against the US dollar, varying from about US $1.00 to 
US $1.06. It has shown considerable short-term stability, and the change 
from the average rate during one quarter to the average during the next 
quarter was never, until the second quarter of this year, greater than 
2 per cent. The two major variables influencing the balance of supply 
and demand for Canadian currency have been the merchandise trade 
balance and the rate of inflow of long-term capital. True, the Canadian 
deficit on invisible items, as the table opposite shows, has risen sharply 
since 1953—from $385 millions to $1,049 millions—but the rate of increase 
has been fairly steady from year to year. Major changes in the movement 
of the exchange rate have to be explained largely in terms of the changing 
balance between the net outcome of merchandise trade and the long-term 
capital inflow. As can be seen from the table, this balance has fluctuated 
widely from year to year. ‘The trade balance has ranged from a surplus 
of $489 millions in 1952 to a deficit of $728 millions in 1956, while the 
net inflow of long-term capital (comprising the first three columns of the 
capital account shown in the table) has ranged from $292 millions in 1955 
to $1,209 millions in 1957. The net balance of current payments (including 
invisibles) and long-term capital has fluctuated from a surplus of $558 
millions in 1952 to a deficit of $406 millions in 1955. The extent of these 
fluctuations, contrasted with the relatively modest range within which the 
exchange rate has moved, suggests the existence of an efficient self-stabilizing 


mechanism. 


Hot Money—tThe Source of Stability ? 


Typically, the official holdings of gold and foreign exchange have been 
used only in relatively small amounts and to maintain orderly market 
conditions. The short-term stabilizing forces at work must, therefore, be 
hidden in the residual item “‘ other capital movements’”’. ‘These short- 
term capital transactions include changes in commercial accounts receivable 
and payable, changes in Canadian currency holdings of non-residents, and 
in Canadian residents’ holdings of foreign currencies. The precise me- 
chanism by which these residual items have normally contributed to the 
stability of the exchange rate is complex, and is obscured by the lack of 
sufficient information. If we assume that during a particular period a 
short-term capital inflow of a given size is needed to cover a gap between 
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the inflow of long-term capital and the deficit on current account, after 
allowing for the change in the official reserves, the equilibrating process 
appears to work in the following way. ‘The emerging deficiency will tend 
to depress the foreign exchange rate. The market’s experience of past 
fluctuations in the rate, their extent and duration, and the changing expecta- 
tion of future rates, which such movements induce, begin to encourage a 
speculative inflow of short-term funds. As the rate falls some Canadians 
will take the opportunity of the higher value of their foreign currency 
holdings to repatriate funds, some non-residents will take the opportunity 
to build up their Canadian currency holdings, either against future com- 
mercial needs, or purely in the hope of a speculative profit. Similarly, 
commercial credit will be either extended or contracted in the appropriate 
direction, and settlements either hastened or delayed. ‘Taking a short- 
term speculative position in a currency in this way has a cost, which is 
related to dealing costs and the short-term interest differentials between 
the two centres. In the case outlined above, if short-term rates were 


TABLE II 
CANADIAN NET NEW ISSUES ABROAD* 


($ millions) 
Provincial Municipal 
Corporate Direct and Direct and Total 
Bonds Guaranteed Guaranteed 
1 


1955 bs in os — 39 — 50 7 —72 
1956 - 7 - 208 191 83 482 
1957 s “a a 382 44 97 523 
1958 - 6 es 185 144 118 447 
1959 Ks be - 21 233 119 373 


* Mostly in New York. 
Source: Bank of Canada Statistical Summary. 


higher in the United States than in Canada the reduction in current earnings 
entailed by transferring funds from America to Canada would constitute a 
cost to be offset against any prospective profit from taking a position in the 
Canadian currency; conversely, if money rates were higher in Canada the 
prospective profit offered by such a transfer would be increased. 

A quarterly model of the Canadian exchange market devised by R. R. 
Rhombergt suggests that a depreciation or appreciation of 1 per cent in 
the Canadian dollar has normally been sufficient to settle a deficit or 
surplus (as defined above) of between $50-$100 millions during a particular 
quarter. Mr Rhomberg also suggests that a short-term interest differential 
of 1 per cent per annum in favour of Canada tends to raise the Canadian 
exchange rate by rather more than 4 per cent. These fluctuations have a 
more fundamental equilibrating effect to the extent that they influence the 
balance of current payments by changing Canada’s propensities to import 
and export goods and services. 

In practice the Canadian dollar had been fluctuating from mid-1956 
until March, 1960, approximately within the range US $1.02-1.05. In 
the past year or so, especially, there has developed a body of opinion that 
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+ IMF Staff Papers, April, 1960. 
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holds that such a premium is now, in some sense, too high. Some financial 
commentators sometimes call the Canadian dollar “ artificially”’ high. 
Since it is a rate set by supply and demand in a free market the term 
artificial seems mistaken. A more meaningful interpretation, however, can 
be put upon the assertion that a “‘ premium”’ over the US dollar is now 


inappropriate. 
‘‘Too Much, Too Fast ”’ 


Criticism of an exchange rate policy that gives the Canadian dollar a 
higher value than the US dollar forms only a part of a wider questioning 
of Canada’s economic policies in recent years. The most cogent contri- 
bution to this debate came from the annual report submitted by the 
Governor of the Bank of Canada, Mr J. E. Coyne, to the Finance Minister 
at the end of February last. The burden of Mr Coyne’s argument is 


apparent from the following extract from this report: 

For some years, as I see it, the Canadian economy has been under the 
influence of excessive overall spending, which even in periods of relatively 
high unemployment resulted in a net inflow of imports from other countries. 
Attempts to induce growth for a short time at rates which in the aggregate 
cannot be expected to continue, bring setbacks and unemployment in their 
train. Such conditions of excessive demand create inflationary pressures 
which distort the structure of the economy and handicap the development of 
the more stable economic sectors. ‘The attempt to accomplish too much too 
fast has given rise to huge deficits in our international balance of payments 
on current account .. . to a large and growing volume of foreign debt incurred 
by Canadian governments and businesses which do not have foreign operations 
to support that debt, and has gone hand-in-hand with a growing degree of 
foreign predominance in Canadian business. ... A more moderate approach 
to economic development on the part of all sections of the community, and 
more emphasis on a balanced industrial structure would also mean that 
Canadians would own a greater share in Canadian industry, that we would 
accumulate less debt to foreigners, and would have to bear a smaller burden of 
foreign debt service, which could one day become a very serious embarrassment 
in the event of a major decline in the exchange value of the Canadian dollar. 
We do not need to make our economy structurally dependent on our ability 
to obtain, or on other people’s willingness to let us have, new supplies of foreign 
capital year after year on a vast and increasing scale. 

Underlying such views is a widespread disillusionment in Canada with the 
outcome of the extremely high rates of capital investment of the last 
decade. For some time the investment boom, based on the development 
of Canadian natural resources, seemed at last likely to fulfil the prophecy 
made during the great upsurge in activity during the first decade of this 
century, that the twentieth century would belong to Canada. But the 
extremely optimistic outlook for commodity-based economies, especially 
Canada, that resulted from the sort of views made fashionable in the early 
1950s by forecasts such as those contained in the Paley Report of 1952 
has begun in recent years to look very dated. 

So long as a glowing future seemed likely to result from the largely 
foreign-financed investment boom the public was willing to overlook the 
disadvantages entailed in the heavy reliance on foreign funds—growing 
indebtedness, the inhibiting effect of the high exchange rate on the growth 
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of domestic manufacturing activity, and the fact that ownership of major 
segments of the economy was steadily falling into foreign hands.* But in 
the more sombre reassessment of what has actually been achieved many 
people are no longer willing to brush these aside. Unemployment in 
Canada has averaged above 54 per cent for the past two years, in boom as 
well as recession. On Mr Coyne’s argument, the maladjustments built 
into the economy by the attempt at over-rapid expansion may be partly 
responsible for this. The steadily growing burden resulting from foreign 
indebtedness and business dependence on non-resident owners (in the 
form of interest and dividend payments, and other rapidly growing pay- 
ments for royalties, management expenses, etc) would present a formidable 
problem should foreign willingness to lend to Canada ever decline. 


No Retreat from Liberalism 


Although the Conservative Government, especially in its early days, 
showed much concern at the extent of Canada’s economic dependence 
upon the United States, the Finance Minister, Mr D. Fleming, in his 
budget speech in April found it necessary to show that the Government 
was not yet convinced by arguments such as Mr Coyne’s. He pointed 
out that Canada’s external debt is still only 45 per cent of its annual gross 
national product compared with 100 per cent or more in 1939. But the 
essence of Mr Fleming’s rebuttal was his affirmation that in order to 
change policy in the way advocated by Mr Coyne, Canada would need to 
impose import quotas, restraints on travel expenditures abroad and control 
of capital issues (or at any rate of issues made abroad), and thus to make 
a widespread retreat from the liberal policies it has recently espoused. 
Such restrictions could not in his view be warranted in a free society in 
time of peace and prosperity—and some of them, he suggested, might in 
any case be unconstitutional. However, Mr Fleming did add his warning 
to that already given by Mr Coyne that “those who undertake commit- 
ments in terms of United States dollars or other external currencies expose 
themselves to the risk of having to repay at a time when the exchange rate 
for the dollar may be quite different from what it is to-day ”’. 

These remarks were taken to mean that the authorities thought it desir- 
able that the large volume of financing being done in New York, much of 
it by the junior Canadian governments, should be reduced. This intima- 
tion, and the general stir it caused, had the effect of abruptly halting 
Canadian financing in New York. It was this sudden check to borrowing 
abroad, together with the impact upon people’s expectations about the 
future of the exchange rate (expectations that were affected by the renewed 
widening in the merchandise deficit), that was primarily responsible for the 
precipitate fall in the Canadian dollar this spring. ‘This movement: carried 
the rate from US $1.05 at the end of March to US $1.01 at the end of 





* By 1958 non-residents owned a controlling interest in 62 per cent (by book value) of 
all Canadian manufacturing. mining and smelting, and oil and gas industries. In the 
period 1956-58 44 per cent of net capital formation in Canada was foreign financed. More 
of Canadian industry is controlled from the United States (not to mention other foreign 
investors) than is controlled by Canadian residents. 
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May. At the time it was suggested in the press that the Canadian exchange 
authorities were themselves acting to depress the exchange rate. Cer- 
tainly, the change in the official reserves during May was much larger 
than has been usual in a single month, but its direction supports the view 
that the authorities were as usual leaning against the trend, and selling 
gold in order to slow down the decline in the Canadian dollar’s value. At 
all events, the belief that the authorities might be acting to bring the rate 
down was short-lived: after a pause Canadian long-term borrowing in 
New York was resumed, and has contributed to the gradual rise in the 
value of the Canadian dollar, which has carried it back to around US $1.03. 

The extent of Canadian borrowing in the New York market in recent 
years has owed something to official policy. In 1958 and 1959 junior 
government borrowers in Canada were forced to look to the New York 
market because the budget deficits then being incurred by the Dominion 
Government caused it to pre-empt a considerable part of domestic savings 
—and to impose very heavy pressure on the bond market. During the 
fifteen months from March 31, 1958, to June 30, 1959, Dominion Govern- 
ment issues took nearly 60 per cent of all net new money provided by the 
bond market, whereas in the previous fifteen months they had taken only 
about 6 per cent.* Now that the federal budget is moving back towards 
balance—the Finance Minister expects an overall deficit in this financial 
year of $198 millions compared with $860 millions in 1959-60 and $1,604 
millions in 1958-59—and interest rates have receded from the high peaks 
touched last year, provinces and municipalities should be able to raise 
more of their requirements in Canada. Moreover, since corporate bor- 
rowing seems unlikely to regain quickly its level of two years ago there is 
a good chance that, independently of any official pressure that might be 
brought to bear, the flow of money across the exchanges as a result of 
security issues abroad will be lower this year than last. 

Looking ahead, a significant fall in the deficit in merchandise trade seems 
probable, though this is likely to be substantially offset by a further increase 
in the deficit in invisible items. Even if the merchandise trade gap were 
to fall by as much as $200 millions this year, it is quite likely that half of 
this would be offset by a rise in the deficit on invisibles. As already noted, 
net new security issues may bring in a smaller capital inflow this year; 
changes in total net direct investment, however, are virtually impossible to 
forecast with any confidence. Perhaps the most reasonable guess is that 
over the year the long-term capital inflow will fall by rather more than 
the current account deficit falls. Except to the extent that official holdings 
of gold and foreign exchange are sold in larger amounts than last year, 
the gap to be made up by an inflow of short-term funds would then be 
larger than last year, and the average exchange rate for the year tend to 
be lower. | 

What the outcome of the current debate on long-term economic policy 
will be, and how it will affect the exchange rate, it is too early to say. It 
would not be surprising, however, if over the next few years Canadian 


* “ Disowning Canada’s Dear Money ” by E. P. Neufeld, The Banker, November, 1959. 
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trade policies, and economic thinking generally, became rather more 
nationalist in outlook. If this proves to be so it will repeat a recurring 
pattern in Canadian economic history—a period of rapid economic develop- 
ment, during which a roseate view is taken of Canada’s future as a supplier 
to an eager world market of growing quantities of primary products, being 
followed by a period in which the previous optimism seems misplaced, and 
in which greater emphasis is placed on fostering economic self-sufficiency. 
Significantly, much of the recent criticism of the “‘ high ’’ exchange rate has 
stemmed from the desire of Canadian manufacturers for more protection 
from “ artificially cheap ” imports. 

This much can be said: it is unlikely to be satisfactory to Canada that 
its foreign indebtedness should continue to increase at the pace of recent 
years. For this process to be halted, or at any rate slowed down so that 
it ceases to be markedly greater than the rate of overall economic expansion, 
it is necessary for the size of the deficit in current payments to be reduced 
considerably. One of the most worrying features of the growth of this 
deficit in recent years is the part played by the increasing shortfall on 
invisible items (itself largely the result of the cost of servicing the increasing 
volume of foreign debt), which, one suspects, will prove difficult to reverse. 
Relatively large changes in the merchandise balance might be necessary, 
therefore, to effect much reduction in the total current deficit; in the short run 
at least, these might prove difficult to achieve, even at significantly lower 
levels for the Canadian exchange rate, unless the volume of fixed capital 
investment (which entails heavy purchases of foreign plant and equipment) 
is reduced quite considerably. ‘The need for a more modest level of capital 
expenditure was at the heart of Mr Coyne’s argument in the Bank of 
Canada’s controversial annual report. It does not seem unlikely that the 
proportion of gross national expenditure devoted to capital investment 
(which throughout the 1950s has averaged well over 20 per cent) will in 
any case continue the downward tendency of the past few years—.t fell to 
around 24 per cent last year compared with a peak of 27 per cent in 1957. 
The crucial question is whether or not the authorities will seek to encourage 
this trend, even though, in the short run at any rate, it may conflict with 
the pursuit of the highest immediately attainable level of prosperity. 
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A Super-Bank tor 
Europe ? 
By CHRISTOPHER LAYTON 


HE emergence of new regional groupings in world trade has a 
significant bearing on what has come to be called the problem 

of international liquidity. On the one hand, the expansion of 
international (or, at least, intra-regional) trade that is expected to 

be stimulated by the new associations will further increase the disparity 
between world trade and world reserves. On the other hand, the measure 
of political solidarity achieved by these groupings may enable them to 
take more positive steps to effect economy in the use of these reserves. 
Obviously, both the incentives and the opportunities to do something about 
the liquidity problem are greater in a regional than in a world-wide context. 
Admittedly, the six countries of European Economic Community, the 
group where the opportunity is greatest, have not yet considered the 
matter particularly urgent. The foreign exchange reserves of all the 
members are so strong that they have not felt any pressing need to seek 
ways of economising in their use—or of putting them at the disposal of other 
countries whose holdings are less adequate. When the Treaty of Rome 
was signed, no provision was made for the setting up of the common central 
bank that many economists felt to be essential to a full economic union. 
The Six, of course, hoped to do more to help each others’ payments difh- 
culties than would the members of a free trade area. ‘There is mention, 
for example, in the treaty of “‘ mutual aid” for a member in balance of 
payments troubles. But so far the Six have taken no institutional steps of 
a radical nature to carry this out. They still rely on the wider machinery 
of the International Monetary Fund and European Monetary Agreement. 
All the same, as time goes by and as trade expands the pressure will grow 
to adopt some sort of pooling arrangement for reserves on the lines sug- 
gested in the “‘ Triffin”’ plan, whereby members would deposit a specified 
proportion of their reserves with a central fund and would agree to accept 
(within limits) a credit to their deposit in settlement of international debt.* 
Certainly something like a common currency seems inherent in the basic 


* See “‘ Improving World Liquidity ”, by Robert Triffin, The Banker, January, 196%. 
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idea of the Community. Although there are no signs yet that the Com- 
munity is on the point of taking the advice Professor Triffin has recently 
been giving it in Brussels, key men in the Six are looking forward to an 
initiative later on. M. Monnet’s Action Committee for a United States 
of Europe—which often has a profound influence on the policies that 
eventually emerge in Brussels—passed a resolution in the summer of last 
year advocating a pooling of reserves. ‘The ‘‘ Europeans ”’ do not expect 
their resolution to be implemented quickly—but they expect progress to be 
in that direction. First steps are now being taken to bring the monetary 
and financial policies of the six countries into harmony: meetings are being 
arranged between finance ministers; the possibility of aligning certain taxes 
is being studied; and a tradition of co-operation between central banks is 
being fostered. ‘The process of drawing closer together will gather way as 
time goes by and is likely to make it difficult eventually to avoid bolder 
steps towards a common currency. 

The prospect of financial integration held out by this process has an 
obvious relevance to the problem of Britain’s relationship with the Six, a 
relevance that has been given new interest by the accord established between 
Mr Macmillan and Dr Adenauer last month. So far, however, the impli- 
cations of the Common Market for sterling have been discussed almost 


EUROPEAN RESERVES AND TRADE 
($ millions) 


Gold and 
Convertible 
Currencies, Imports, (i) as % 
End-1959 1959 of (11) 
(1) (11) 
United Kingdom .. - - 2,750 11,172 24.6 
European Economic Community: 
Belgium-Luxembourg .. ye 1,230 3,442 Ce 
France ne - - - 1,720 5,088 33.8 
Germany .. = ‘ie a 5,674 8,478 63.9 
Italy - a 7 ba 3,292 3,341 98 .6 
Netherlands in ia pe 1,783 3,940 45.3 
Tota EEC .. a oa ». aa 24,289 56.4 


entirely in trade terms. If Britain remains outside the Six, an additional 
strain will tend to be placed on its balance of payments, not, perhaps, so 
much through direct export losses in the Common Market as through the 
continuing relative improvement in the productivity and competitive power 
of its European neighbours, an improvement that will make itself felt in 
third markets as well. On the other hand, if Britain is one day part of a 
European market, whether as a full member of the Community or as an 
associate, the balance of payments—and hence sterling—would be placed 
under different, and possibly even greater, pressures. Joining the Common 
Market would provide certain great advantages: more trade both ways, a 
stimulus to investment and competition that should exert a downward 
pressure on prices. In these ways it would provide growing pressures 
and an added opportunity to resolve the problems of Britain’s domestic 
economy and achieve a more rapid rate of growth. But it would also 
increase the penalties for failing to resolve those problems. If Britain did 
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not face up to the slow-burning problems of its economy, as France did to 
its more urgent ones eighteen months ago, its entry into an enlarged Euro- 
pean market containing more dynamic members could aggravate its pay- 
ments difficulties. If it did face up to them successfully, Britain’s trade 
with Europe (at present about a quarter of its total trade) could increase 
very greatly within a quite short period—particularly if trade within Europe 
became as uninhibited as trade in the United States. 

Against such a background of rapidly expanding trade some plan for 
depositing part of the external reserves of members in a common pool and 
drawing on a common unit of account might be of great value to sterling. 
At all events, unless some means were devised for strengthening JBritain’s 
reserves the financing of a rapid expansion of trade with Europe might 
create a serious problem for sterling. The gold and dollar reserves of 
the Six, as the table opposite shows, are more than twice as large as 
Britain’s, both in absolute amount and in relation to imports. Additional 
backing from this source should further strengthen confidence in sterling 
—and thus, perhaps, allow a little more flexibility in Britain’s domestic 
policy. Moreover, the developing countries of the sterling area would 
benefit considerably if, following the Triffin plan, the managers of the 
central pool were given powers to assist the financing of development. 

Yet, as with the Six themselves, it is only too evident that Britain would 
have profound political inhibitions about plunging into a project of the 
sort Professor Triffin has proposed. Perhaps the most serious weakness of 
the full Triffin plan—as Mr Fred Hirsch pointed out in The Banker*— is 
the formidable sacrifice of sovereignty that it would entail, a sacrifice that, 
wisely or unwisely, few governments, if any, are yet prepared to accept. 
The Triffin plan, even as a regional measure, seems to stand little chance of 
being adopted by a British Government that is not yet prepared to accept 
a common European postage stamp. 


Creeping into the Pool 


For the plan to be practical politics some means must be found of wading 
in gradually. One suggestion recently mooted is that, as an initial step, 
instead of depositing, say, 20 per cent of their total reserves in the common 
pool members should merely deposit their holdings of each others’ cur- 
rencies. This move, it is claimed, would follow logically from the practice 
of the former European Payments Union. An alternative approach was 
outlined by Professor Brian Tew in a recent paper to a gathering of British 
and French economists. Briefly, he suggested that members of the Euro- 
pean Monetary Agreement should extend the exchange rate guarantee 
based on gold, at present accorded to currencies advanced as interim 
finance under Article 10, to all official holdings of each other’s currenciesT 
and that the United States and Canada should then be invited to participate 
in the multilateral settlement provisions of the Agreement. (The difficulty 











* “* Development Aid and World Reserves’’, The Banker, March, 1960. 
+ Such holdings at present carry an exchange guarantee based on the dollar. 
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presented by Canada’s floating exchange rate could, he thought, be over- 
come if the Canadian authorities were willing to concede some “ floor ”’ 
to the gold value of their dollar.) Certainly, such a guarantee should 
encourage members to make more use of each others’ currencies as inter- 
national reserves and should check speculative movements of funds—or 
leastways of officially held funds—from one member country to another. 
The most logical way of creeping towards the Triffin plan, however, would 
surely be to start with the transfer of a nominal proportion of each country’s 
reserves (say 1 per cent) to the central pool and to raise the proportion 
gradually over the years to the level envisaged in the plan (say 20 per cent). 

By such a fabian approach the political objections to a full-scale 
pooling of national reserves within Europe might gradually be broken 
down in step with the equally gradual pooling of sovereignty in the broader 
field of economic policy. The search for such a means within a limited 
regional context will almost certainly prove more fruitful than would a 
further attempt at a world-wide operation to augment liquidity. Indeed, 
the move towards a regional pooling of currencies may well pave the way 
for a global move. For just as the plan to bind Europe’s economy closer 
together has prompted the United States to play a greater part in trade 
discussions and economic co-operation so plans to pool reserves in Europe 
—particularly if sterling were to be associated with them—might, eventually, 
prompt America to regard the original Trifhiin plan in a new light. 
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Radclifte’s Victorian 
Forebears 


LIQUIDITY AND MONEY SUPPLY IN THE 1850s 
By A. B. CRAMP 


'HE Radcliffe Report has cast doubt on the authorities’ power, 

by manipulation of the supply of money, to influence significantly 

the volume and flow of purchasing power inthe economy. Atten- 

tion should rather be paid, it is argued, to the “‘ general liquidity 
situation ”’, which takes account not only of the money supply but also of 
a whole range of credit instruments whose size is not tied at all closely to 
changes in the quantity of money. ‘These ideas have been treated in some 
quarters as extremely novel, but a study of the history of monetary thought 
reveals that this is not so. Since the pro-Radcliffe case is being argued 
with predominant emphasis on the relatively recent proliferation of financial 
intermediaries, attempts to put the controversy into historical perspective 
may help to increase understanding. 

The purpose of this article is to examine in this light the financial environ- 
ment of the middle decades of the nineteenth century, and to demon- 
strate that there were men who looked at that environment in what we 
should regard as Radcliffe terms—but also that they did not regard the 
authorities’ ability to interfere with the system for control purposes as 
being so severely limited as this might lead one to expect. 

At this period the chief payments media in regular use were coin, Bank 
of England and country bank notes, bank deposits subject to cheque, bills 
of exchange and trade credit. According to contemporary ideas the 
monetary ‘‘ base’”’ consisted of Bank of England notes and gold coin, the 
former qualifying by virtue of their status as legal tender and consequent 
capacity for ultimate discharge of debts, and also their use as bank reserves. 
(The use of Bank of England deposits for this latter purpose was in its 
infancy.) ‘The question at issue was thus one of the responsiveness of the 
quantity of the other media mentioned (the credit ‘‘ superstructure ”’) to 
changes in the size of this base. 

The statistics available, then and now, are admittedly of limited reliability. 
They have received a good deal of attention in recent literature, and it is 
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not possible to re-present them here.* Such as they are, however, they 
do suggest that in mid-nineteenth century England it was possible over 
fairly long periods for the credit superstructure and monetary base to move 
in opposite directions. 

In part these divergences stemmed from the absence of stability in 
bankers’ cash reserve ratios, a stability that is usually held to be a sine qua 
non of effective control of the banking system by the central bank. Thus 
it was possible for bankers to grant increased accommodation to customers 
even though their reserves were being reduced as a result of pressure by 
the monetary authorities, and they would find in the profitability of lending 
at the rising interest rates associated with such pressure an inducement to 
liberality. But this was not, in contemporary eyes, the most important 
avenue of escape from the authorities’ “‘screw’’. Even if stable reserve 
ratios had been rigidly observed and the banks tightly controlled, there 
were those who held that elasticity at other points in the credit structure 
would have been sufficient potentially to frustrate official intentions. 


Bills and Bank Notes—No Connection ? 


These points were trade credit and bills of exchange. ‘Trade credit 
statistics are inadequate now; in the days of few published balance sheets 
they were virtually non-existent. While, as we shall see, some observers 
referred to this factor, the statistical evidence available was largely confined 
to bills of exchange. Here the figures are suggestive. ‘To take one example, 
during the years 1852 to 1857 the Bank of England’s gold reserve was 
subject to recurrent strain, and its aggregate note circulation fell from an 
average of £34 millions in 1852 to £25 millions in 1857. Yet the estimated 
volume of bills of exchange in circulation rose over the same period from 
£66 millions to some {180-200 millions. More generally, we may refer 
to the conclusions of the man on whose calculations most modern state- 
ments on this period are based, William Newmarch, who told a parlia- 
mentary committee of inquiry in 1857+ that his investigations showed: 


. . . that there is no connection between the variations in the amount of bill 
circulation and the variations in the bank note circulation. In point of fact, 
the only result which appears pretty uniform . . . is, that whenever there is any 
pressure upon the money market . . . then the volume of the bill circulation 


is very much increased, and vice versa. 


Thus there were at this time people who were aware of the oversimplifications 
in the argument that a relatively rigid link exists between monetary base 
and credit superstructure. Most of them belonged to the group known 
to history as the Banking School, just as the precursors of to-day’s sup- 
porters of “‘ orthodox ”’ policy belonged to the opposing Currency School. 





* Those who wish to pursue the matter in detail may be referred, in particular, to R. C. O. 
Matthews, A Study in Trade Cycle History (1954), Chapter XI; J. R. T. Hughes, Fluctuations 
in Trade, Industry and Finance, 1850-1860 (1960), pp 257-69; W. W. Rostow, British 
Economy of the Nineteenth Century (1948), Chapter II. 

t House of Commons’ Committee on the Bank Acts of 1844-45, BPP 1857, Session 2, X. 

t For a succinct summary of the issues between these schools of thought, see Matthews, 
Op cit, pp 166-68. 
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The Currency School case depended on the existence of a rigid link, and 
also on a Quantity Thecry view of the monetary influence on prices and 
activity. ‘These were the basic ideas underlying the famous Bank Charter 
Act of 1844. Thus, in accordance with gold standard rules, an inflow of 
gold bullion should result im an increase in the Bank of England’s note 
issue; this would be followed by an expansion of all other means of payment, 
bank deposits, bills, etc; prices would rise. The process was reversible. 

The best statement of the Banking School reply to this argument was 
perhaps given in the first edition of J. S. Mill’s Principles of Political Economy, 
published in 1848. Its basis is expressed in terms that have been virtually 
duplicated, doubtless unconsciously, by the Radcliffe Committee: 


. spending is not limited by the amount of money in existence; but it is 
related to the amount of money people think they can get hold of... .* 


The amount of purchasing power which a person can exercise, is composed 
of all the money in his possession or due to him, and of all his credit. . . . f 


The fatal defect in the Currency School position, according to Mill, was 
that far from there being a high positive correlation between changes in the 
quantities of ‘money ” and “ credit’’, their relative movements differed 
greatly at different stages of the trade cycle. Thus the upswing was 
initiated, not by an expansion of gold or of Bank of England issues, but 
by a rise in purchases of goods largely financed by “ book credits ”’ (i.e. 
trade credit). Mill argued that it was only at a relatively late stage, when 
the cycle was already at or near its peak, that traders sought bank accom- 
modation on a large scale to enable them to hold goods instead of pressing 
them on to a weakening market: | 

. advances from bankers (as Mr Tooke observes) not being applied for in 


order to purchase, but in order to hold on without selling when the usual 
term of credit has expired, and the high price which was calculated on has 


not arrived... . 


Though in this argument Mill relied chiefly on the assumed behaviour of 
trade credit, he also mentioned the growth of bills of exchange which 
Newmarch stressed. 

It is possible, indeed probable, that Mill was led in the course of con- 
troversy to exaggerate the banking system’s innocence of contributing to 
trade fluctuations. But in so far as he was right, the tendency was for the 
increase of bank money to follow, rather than lead, the growth of other 
means of payment. As for the determinants of the volume of these other 
means of payment, Mill’s argument was that the willingness to give credit 
depended not on the quantity of notes in circulation but on lenders’ opinions 
of borrowers’ solvency and prospects; while willingness to take credit 
depended on borrowers’ expectations of gain from its use. The upshot 
was that it was only in the late stages of the boom, when traders sought 
bank accommodation to enable them tc “hold on” to goods instead of 
pressing them on to a weakening market, that prices and activity were 








* Radcliffe Report, para 390. Tt Mill, Principles, p 52. 
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susceptible to monetary pressure. ‘Thus such pressure was incapable of 
exercising a moderating influence on inflationary developments until the 
main damage had already been done. 

Several modern writers have drawn even more pessimistic conclusions 
about the power of the monetary authorities to control the course of the 
economy. ‘The elasticity of the credit system is held to have frustrated 
official influence exerted through the money supply. Rostow, for example, 
stated in the work cited above that in the nineteenth century: 


. .. the Bank [of England], and the monetary system as a whole, would appear 
to have been an essentially negative element in . . . British trade cycles... . 


The power of the mid-nineteenth century Bank of England to influence 
the monetary system, and through it the economy, has long been debated. 
Against a background of the theoretical insights that some contemporaries 
possessed, and that the Radclitfe Report has re-discovered and developed, 


can anything new be said? 


Bank Rate and the Boom 


If we take the currently most interesting question, the question of what 
monetary means exist of curbing a boom, the problem that faced the 
authorities can be re-phrased, in Banking School-cum-Radcliffe terms, as 
follows: how could the credit structure be prevented from expanding so as 
to frustrate pressure on the cash base ? 

It was the view of one eminent nineteenth century observer that the 
monetary authorities—in those days, exclusively the Bank of England— 
were in possession of one weapon which, rather than being too weak, was 
too strong, so that its use required careful discrimination. ‘The observer 
was John Horsley Palmer, Governor of the Bank from 1830 to 1833; the 
weapon was Bank rate, and the mechanism a restriction of the supply of 
loanable funds.* In Palmer’s view, however, the effectiveness of Bank 
rate rested on the variability of bankers’ cash reserve ratios. A rise in 
Bank rate was apt to cause apprehension among bankers stemming from 
fears about the adequacy of the supply of Bank notes, and to induce them 
to restrict their lending. Such fears were perhaps to be expected in days 
before the Bank’s willingness to act as lender of last resort was fully estab- 
lished, and they were to be sharpened by the limitations imposed on the 
Bank’s note-issuing powers by the 1844 Act. 

Palmer’s argument, being confined to the actions of bankers, would not 
(even if valid) in itself meet the case later put forward by the Banking 
School, which rested as we have seen on the elasticity of trade credit and 
bills. It is to be noted, however, that the reactions to a rise in Bank rate 
emphasized by him arose from a shock to bankers’ confidence. We have 
noticed Mill’s statement that the elasticity of credit rested on the con- 
fidence of borrowers and lenders in the future prospects of trade. It may 
be pertinent to ask, therefore, whether the ramifications of Palmer’s “ con- 
fidence effect ’’ may not have been more widespread. 





* Cf Cramp, Horsley Palmer on Bank Rate, Economica, November, 1959. 
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There is evidence from contemporary statements that they were more 
widespread; that, in particular, trade was not insulated (at least, not com- 
pletely insulated) from contraction of bank money by elasticity of other 
forms of credit; and that statistics of the volume of bills outstanding do not 
upset this conclusion. Space does not permit a full review here of this 
evidence. I shall concentrate on showing that even the Banking School 
substantially accepted this view of the modus operandi of Bank rate. 

In Mill’s evidence before the parliamentary committee of 1857 mentioned 
above, the following exchange occurred: 

Does a high rate of discount necessarily accompany a low price of public 
securities or of commodities, generally speaking ?—Not necessarily a low price 
of commodities. It is possible that commodities might not vary, but in most 
cases the prices of commodities are ultimately affected. When the low price 
of securities is owing to commercial difficulties, if those commercial difficulties 
continue, and there is great difficulty in raising money by discount or otherwise 
for temporary exigencies, the natural effect is to lower the prices of com- 
modities, because the holders of goods, being unable to get money in any other 
way, are obliged to sell at a forced reduction of price. 


The context suggests that the reference is specifically to Bank rate, which 
Mill regarded as “‘ a very important element in determining ”’ market rates. 
Mill’s evidence in this connection is supported by that of Newmarch, 
from whose cross-examination before the same committee by Bank Governor 
Thomas Weguelin, the following passages are extracted: 
With regard to variations in the [Bank] rate of discount, what do you think 


is the effect of a rise . . .,—The effect . . . if the rise is an important rise, [is] 
to disturb materially . . . [commercial] operations. .. . 


Would the mere alteration of a calculation, giving rise to the fear that an 
operation which has been entered into, instead of being profitable, will involve 
a small amount of loss in consequence of the variation in the rate of discount, 
cause that amount of alarm which you conceive to be caused by a rise in the 
rate of discount ?—The apprehension goes beyond that; therefore you find a 
very general expression of uneasiness to be occasioned by any important rise 
in the rate of discount. 

Is not that owing rather to the difficulty of procuring discounts at those 
periods, than to a mere rise of price ?—I should think it is. 


Thus Mill and Newmarch were describing a causal chain similar to that 
expounded by Palmer: a rise in Bank rate tended to jolt the confidence of 
bankers and others, leading to a general increase in liquidity preference 
which showed itself in credit rationing and either “forced sales” or at 
least a check to new purchases. ‘This is, of course, the sequence generally 
accepted in modern literature as applying to severe liquidity crises of the 
type experienced in 1825, 1847, 1857 and 1866. It is therefore extremely 
important to note that Mill and Newmarch were testifying in June, 1857, 
before the autumn liquidity crisis, and at a time when there had been no 
such extreme crisis for a decade. Further, they spoke in general terms as 
though they were describing the normal reactions to Bank rate increases. 
Additional support for this view can be derived from Thomas Tooke’s 
On the Bank Charter Act of 1844, published in 1856. ‘Tooke developed the 
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argument to suggest that the seeds of the high rates that caused appre- 
hension during the boom were contained in the low rates of the preceding 
period of quiet trade. ‘The low Bank rates of 1844-46 had encouraged the 
railway mania and over-trading, especially in the East Indian trade, and 
the low rates of 1852-54 had inspired undue confidence and so contributed 
to the growth of speculative enterprises connected with the Australian 
gold discoveries. In the latter phase the Bank had hardly kept pace with 
the rise in market rates that resulted in 1853-54. The high Bank rates of 


1854 had 


created a considerable uneasiness, which required but a slight increase to be 
converted into alarm and panic, 


but the situation was temporarily eased by new gold arrivals and a curtail- 
ment of engagements consequent upon fears of trade disruption owing to 
the outbreak of war with Russia. This relief did not come, however, before 
“‘ extensive and alarming failures’ had occurred. ‘The reduction of Bank 
rate to 34 per cent in June, 1855, which was premature and soon had to be 
reversed, had rendered the subsequent rise “ more abrupt and violent ”’. 
That Tooke had in mind a “ confidence effect’ is demonstrated by his 
statements that 

the moral effect of the course adopted by the Bank ... is frequently much 

= than might be expected from a consideration of the mere difference in 

the rate, 


and that low rates tended “to inspire undue confidence in the continuance 
of the easy state of the money market ”’. 

In view of such evidence it remains to explain how it is that the elasticity 
of the credit system did not allow trade to survive monetary contraction 
without significant disturbance. Here there are two points to be made. 

First, in explaining to the 1857 committee why it was that the volume of 
bills created increased during periods of monetary pressure, Newmarch 
used, among other arguments, the one that bills provided “ legal proof of 
the transaction ’’, ‘‘ decisive evidence of the debt’. ‘These words carry the 
possibility of an interpretation damaging to the modern view that such bill 
creation enabled trade to wriggle out of the closing net of monetary 
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pressure: they suggest that lenders who feared the bankruptcy of bor- 
rowers armed themselves with the best means of ensuring that contracts 
were honoured. 

Secondly, Newmarch’s purpose in making his calculations had been to 
refute the facile Currency School notion that 


if you limit the quantity of bank notes circulating . . . you control and limit 
. .. all other forms of credit. 


This was the reason for his stress on the zmverse correlation between note 
issues and bills outstanding and the positive correlation between the latter 
and discount rates. When this controversial purpose of Newmarch’s argu- 
ment is remembered, and when his case is examined in conjunction with 
the evidence reviewed above, it seems probable that he would not have 
supported the interpretation that some of the writers mentioned have 
placed on the results of his work. 

Thus, although the credit system was volatile then as now, the monetary 
authorities possessed a counter-weapon. ‘The reason why it was not used 
to better effect in stabilizing the course of trade and the exchanges was 
that its workings were jerky and unpredictable. It was far from being a 
matter of smooth marginal adjustments to changing price-cost data. ‘The 
degree to which confidence was upset by a rise in the rate would depend 
on the buoyancy of expectations concerning the future course of trade. 
As Mill’s argument in the Principles implied, in the early stages of the 
upswing the confidence jolt might be short-lived, satisfactory liquidity 
positions soon attained, and trade might resume its even tenor surprisingly 
quickly. In the later stages the effects of a rise might be altogether too 
violent, precipitating a thorough-going panic. 

Nevertheless, the authorities were not impotent, as their modern suc- 
cessors seem to have been during the last decade. Apart from the increased 
cohesion of the banking system, the chief reasons for the change would 
seem to reside in the disappearance of any fears that the supply of the 
most liquid assets might be cut off at source; and in the official assumption 
of responsibility for the maintenance of full employment. If there is a 
considerable possibility that a liquidity-squeeze will lead to deflation, the 
prudent reaction is to become and remain as liquid as possible. But if you 
are convinced that the squeeze will not be pressed to the point of deflation, 
and you have or can borrow liquid resources, there is a strong incentive to 
lend those resources out as interest rates rise. Thus the Radcliffe Report, 
in words which would have caused less difficulty to Mill than they have 
done to some present-day commentators, showed that: 

Trade credit . . . introduces considerable elasticity into the response of business 

to efforts by the monetary authorities to compress liquidity. In conditions of 


boom it can be used to finance a continuing expansion, even when bank credit 
is being contracted, so long as business expectations remain sanguine. (Para 300). 


The difference between the 1850s and the 1950s is that in the earlier period 
a rise in Bank rate was always a potential, and sometimes an actual, cause 
of expectations becoming anything but sanguine. 
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As I See It... 


By SIR OSCAR HOBSON 

















No Time to Relax 


HE country’s economy seems to have developed not unsatisfac- 

torily in the past month—except in one respect. By that I mean 

that, while there are signs that the recent monetary measures 

have had some success in controlling the pressure of demand, 
there is no evidence of any impending serious decline in global demand. 
There has obviously been a sharp contraction in HP financed sales of con- 
sumer durable goods post, if not entirely propter, the coming into force of 
the April regulations. The latest figures (for June) showed the expansion 
of hire-purchase credit outstanding to have been virtually checked for the 
first time for very many months—the increase in the month was only {3 
millions, to an aggregate of £967 millions—while total HP sales were nearly 
20 per cent lower than in June, 1959. On the other hand, car sales on HP 
were somewhat higher in July than in June, while new (but not second- 
hand) sales were also higher than in July, 1959. No sign, therefore, of any 
dangerous collapse in the car market. As against the slackening in this 
sector of demand, activity in the capital goods industries continues to 
increase—an example is the continuing high level of machine tool orders 
and the fact that unfilled orders are, according to the latest return (May), 
about 60 per cent up on a year ago—and retail trade, after its exceptional 
expansion in the first quarter of the year, remains at a high, if less rapidly 
rising, level. 

The one respect—and it is an extremely important one—in which 
economic performance has fallen definitely below reasonable hopes. is, of 
course, overseas trade. ‘The July figures are most disappointing. Instead 
of making some amends for the poor June showing they are in fact even 
worse—for while the trade gap for July at £96 millions is slightly below 
the extremely high June figure of £99 millions, adjustment for seasonal 
factors would make July far the worse month of the two. Even more 
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disquieting is the fact that the main responsibility for this further widen- 
ing in the gap falls on the export trade. Exports in July were at the 
lowest monthly figure of the year: from an inadequately rising trend 
in the early part of the year they have now swung to an actually falling 
trend. This is a very unpleasant development. The only reassuring 
thought that occurs to me at the moment is that the tightening of the 
credit squeeze could not have had any effect by July in reducing imports. 
In later months import figures should show some response to the increased 
monetary pressure. | 

Meanwhile, public confidence in the continuance of prosperity seems 
latterly to have recovered from the slight disturbance it sustained from 
the HP and Bank rate decisions. ‘That, at least, is implied by the behaviour 
of stock markets, where once again August has belied its reputation as an 
idle and lifeless month. The month in fact witnessed a surprisingly vigorous 
rally in British industrial equity prices. From its post-6 per cent Bank 
rate low of 306.9 on July 27, the Financial Times index rose by 30 points 
to 337.4 on August 24. This was a rise of close on 10 per cent in four 
weeks, which brought the index to within 2 per cent of the year’s high of 
342.9 reached on January 4. The movement coincided with a similar, 
though rather less marked, recovery by Wall Street from a deeper pre- 


ceding depression. 


Academic Backing for the Bulls 


What inferences is it permissible to draw from this bullishness ? That, 
the markets being “‘ always right’, any appreciable setback to industry or 
trade is off for, let us say, a good many months to come? ‘That imports 
and exports and the balance of payments will adjust themselves without 
great difficulty and without any further tightening of credit restrictions ? 
Well, one has to admit that market “‘ hunches ”’, backed as widely as this 
one appears to be, have to be respected. After the experience of a year 
ago when the market obstinately stuck to its belief in a Tory victory at 
the General Election, in face of wavering and often unfavourable public 
opinion polls, few people are likely to dispute that. But the market can 
overstep the mark—that, too, is a fact well established by history. And 
when the market begins to indulge hopes of an early reversal of the credit 
squeeze measures recently imposed, one wonders whether it is not jumping 
to conclusions a little precipitately. Surely we ought to make certain that 
the balance of payments is yielding to treatment before the treatment is 
abruptly relaxed. 

It is true that the market on this occasion can claim that it has high 
academic authority for its expectations. The National Institute of Eco- 
nomic and Social Research in its latest Economic Review, while expressing 
anxiety on the score of the recent weakness of exports and the rise in 
imports of manufactures and while admitting that the high pressure of 
demand which the British economy has encountered this year justified 
credit restraint, proceeds to affirm that if the balance of payments does not 
improve it would, nevertheless, ‘‘ be a mistake to press home deflation just 
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for that reason”’. For deflation is “‘a most wasteful cure for a persistent 
balance of payments problem”, from which the British economy has 
suffered too often in recent years. 

This argument seems to call for careful examination. If, despite some 
reduction in the pressure of home demand, balance of payments trouble 
persists and, in accordance with the Institute’s advice, the Bank rate is 
lowered and special deposits reduced, would this help to cure the balance 
of payments trouble? The Institute does not, of course, claim that it 
would. What it does say is that there are alternative—and, by implication, 
better—ways of meeting the balance of payments difficulties. Overseas 
military expenditure and the “ burden of overseas investment ”’ could be 
reduced. Or imports could be restricted. Or “the problem of exchange 
rates ’’—reflected in the persistent balance of payments surpluses of Ger- 
many and some other countries on the one hand, the strains suffered by 
Britain and the United States on the other—could be tackled. 

Let us briefly consider these points. ‘‘ Overseas military expenditure ”’ 
is a part of total defence expenditure. This, it has always seemed to me, 
must be regarded from the point of view of economic argument as a 
“‘ given quantity’ laid down by governments. No doubt economists are 
at liberty to say, if they think so, that the economy and the balance of 
payments cannot be kept in equilibrium if defence expenditure, or the part 
of it accruing abroad, is allowed to exceed specified figures. But is this 
the contention of the Institute? It can hardly be supposed so, since 
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otherwise the point would surely have been made more forcibly—and after 
all, the real burden of defence per capita, though heavier than that borne 
by most other countries, has fallen quite considerably in the past ten years. 
Restriction of imports the Institute dismisses as “ only a short-run expe- 
dient ” and “‘ a most unlikely change of policy now ”’. 

As for overseas investment the Institute says that it has not brought the 
‘ promised harvest of invisible income ” and that the policy of encouraging 
it ‘‘ without much attention to its location or purpose” ought to be re- 
appraised. Well, there is certainly something in this. So far as private 
investment abroad is concerned, I know of no evidence and can see no 
reason why the return in profit or interest should have been abnormally 
low. But beyond doubt a great deal of public sector overseas investment 
has been commercially unremunerative and in many cases will remain so. 
Here again we are getting out of economics into politics. Most of the loans 
and advances to overseas (mainly sterling area) governments and public 
authorities are “ aid ’’ rather than investment. They are granted in response 
to the now prevailing climate of opinion in the “ older ’’ developed countries 
that they must do what they can to promote the material progress of the 
“newer ”’ undeveloped countries. The motive is creditable, though one 
does often feel appalled by the apparent levity with which promises to find 
so many millions or tens of millions for this or that colony or ex-colony 
are made. Obviously overseas loan-cum-aid policy needs to be watched 
and watched more carefully than, one suspects, has been the case in the 
recent past. But with the best will in the world it is highly unlikely that 
the balance of payments will get much quick relief from this source. 


Flexibility—a Beatnik Delusion 


So we are left with the Institute’s plea for “a more flexible international 
approach ”’ to the “ problem of exchange rates”. The NIESR, to put it 
bluntly, is looking over its shoulder towards the time when another devalua- 
tion of sterling will be possible. It does not expect that time to come 
soon, since “so long as exchange adjustments are regarded as abhorrent on 
all sides no progress is possible’’. Our basic trouble is too slow a rate of 
economic growth. ‘“ There is strong evidence of the need to seek ways of 
accelerating the growth of productivity in this country’ which “since 1949 
when the present exchange rates were set, has risen much more slowly than 
in Germany, Japan, Italy and other countries”. This, of course, has to 
be admitted—whether the cause be inadequate investment, inefficient 
management or labour restrictionism. But why does the Institute not set 
itself to enquiring into the reasons for our slow growth of productivity 
with a view to discovering the appropriate remedies? Why does it 
gratuitously assume that the relaxing of “‘ deflationary measures ”’ is going 
to help to promote productivity ? By and large the contention appears to 
be that we need lower interest rates for industrial borrowing. Yet British 
industry has in recent years persistently enjoyed lower rates than the in- 
dustries of either Germany, Japan and Italy. At this moment our rates 
are relatively high, yet as the First National City Bank of New York 
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opportunely shows in its latest letter, they are even so lower than those 
prevailing in the three countries cited by the Institute as surpassing us in 
growth of productivity. 

Why, again, does the Institute allege that the maintenance of “ defla- 
tionary measures’, while the balance of payments continues in deficit, is 
calculated to “ disturb industrial confidence and induce a decline in invest- 
ment”? I claim on the contrary that nothing is better calculated to 
disturb confidence than the knowledge that, though the balance is in 
deficit, the attempt to control it by monetary means had been abandoned. 
Investment is, after all, limited by available savings and I maintain that 
nothing would be more likely to discourage saving than the knowledge—or 
suspicion—that devaluation of our currency was contemplated. Modern 
sophistication may represent the systematic readjustment of international 
currency values as “ progress”’. But it will never be accepted as such by 
the holders of the currencies which are downvalued in the process. In 
dire necessity devaluation has to be acquiesced in. But except in the last 
resort it will continue to be regarded, I think rightly, as fraud committed 
by a government on its creditors, which means the great mass of its citizens 
besides very many foreigners, and an act of sheer oppression on a minority 
of poor and defenceless people. I find it rather deplorable that a body that 
stands in such repute—deservedly so far as its technical services are con- 
cerned—as the National Institute should have given way so far to the pre- 
vailing beatnik philosophy as to commit itself to such defeatist conclusions. 





An Artist’s Sketchbook: No. 77 


BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial Bank 
Walton-on- I hames 


an interesting example of a contemporary treatment applied to the 

smaller bank while retaining traditional qualities of brickwork. In 
fact, the handling of the brickwork, in this case of a brownish hue, is the 
essential element in what is otherwise a design simple to the point of 
severity. ‘This branch is one of several of the National Provincial’s built 
in the Greater London area before and after the war. It possesses only 
one window in the front elevation, above the carved lintel over the door. 
Moulded brickwork surrounds the white stone jambs of the entrance. 
Otherwise all the texture is obtained by variation in the colours of the 
‘headers and stretchers ’—bricks laid parallel to the plane of the wall 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


and at right angles to it. ‘The bank’s coat of arms in carved stone is flanked 
by two cornucopias, apparently pouring their riches into the sea, which is 
represented by undulating lines below. Behind are sun rays (so prevalent 
in the designs of the 1930s). 

Walton-on-Thames has other rewarding examples of architecture for the 
curious traveller, notably the Norman church, which contains the tomb of 
William Lilly, the astrologer who predicted the Great Fire of London. 
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Reinsurance — Cinderella 


of the City ? 


By A SPECIAL CORRESPONDENT 


HE year 1959 was a much better one for British insurance com- 
panies generally, and in particular for those companies with large 
interests in the United States, where, after a bleak phase lasting 
| for some years, it began to look as if things had turned the corner. 
True, the results of the companies were not good in all departments. 
Industrial fire insurance at home suffered a series of very large losses and 
motor insurance continued to produce poor results in most countries. 
But marine business happily ran free from major losses and life assurance 
continued to make strong progress. Moreover, the Stock Exchange boom 
brought large additions to security values, which were used to strengthen 
the companies’ inner reserves, and there were substantial increases in 
investment earnings which, coupled with improved underwriting results, 
enabled many companies to pay higher dividends. 

Much of the strength of British insurance lies in its diversification. ‘The 
leading offices not only transact insurances of all classes but they also 
undertake business throughout the world; it is highly unlikely that these 
various and varied accounts will all run badly at the same time. What is 
lost on the swings may be expected to be recovered on the roundabouts. 
Naturally, the offices with large American interests are more exposed to 
fluctuations than those that write relatively little business on that con- 
tinent. With American business less of a worry, for the time being at 
least, attention has lately been focused on the results of the reinsurance com- 
panies—the so-called professional reinsurers—which certainly have been go- 
ing through a thin time. A recent article in the City column of The Times, 
after discussing the outlook for insurance shares in general, asked whether 
reinsurance is necessary and what future there is for reinsurance com- 
panies, given the present movement towards larger units in insurance. It 
concluded that whether or not reinsurance is necessary, it is certainly not 
very profitable, the companies specializing in it having in recent years 
had their full share of losses. 

Quite naturally, these persistent losses prompt the question what is the 
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economic function of reinsurance to-day. The answer would seem to be 
that it is an extension of the function of insurance itself. ‘The service that 
insurance performs may be looked upon in two ways. It may be con- 
sidered as a means of spreading risks, of dividing the losses of the few 
among the many. In this context, reinsurance may be regarded as spread- 
ing risks still further, or of dividing the exceptional losses of one insurance 
company among many companies. Alternatively, insurance may be con- 
sidered as a means whereby a cost may be substituted for a risk. If all 
insurable risks can be reduced to costs the business man is enabled to 
concentrate all his attention on the risks inherent in his own business and 
is thus encouraged to venture more freely. Similarly the head of a family 
by paying a premium can provide an income in the event of his death or 
illness and protect himself and his household against many other hazards, 
thus being able to dispose of the balance of his income more wisely. Looked 
at from this viewpoint, reinsurance takes the process a stage further because, 
by paying a premium to a reinsurer, an insurance company is able to reduce 
to a cost the uncertainty which the risk of large losses would otherwise 
involve—and thus can itself operate more freely than would be the case if 
it could accept only such risks as it would be content to hold in full. 

This explains the need for reinsurance; but it does not justify the 
existence of reinsurance companies as such. A very large part of reinsur- 
ance business is in fact conducted between direct writing offices on a 
reciprocal basis. Arrangements of this kind have the advantage that an 
insurance company can meet its own need for reinsurance and at the same 
time obtain business in exchange. Where the exchange is with a foreign 
company it is able to obtain an interest in a market which might otherwise 
be closed to it and the advantage of “spread” is enhanced. Exchanges 
with other British companies are not without disadvantages because when 
a heavy loss occurs an insurance company may find that its total commit- 
ments from all sources are well in excess of the amount of loss it would 
normally expect to run for its own account. 


Hazardous Contracts 


Inevitably, the business exchanged among direct-writing offices in this 
way tends to be of preferred character promising a good average rate of 
profit. Where the business is more speculative it is more willingly offered 
to a reinsurance company, which, having by definition no direct insurance 
business of its own with which to negotiate exchanges, is unable to recipro- 
cate. This is one reason why the margin of profit on reinsurance companies’ 
business is small. Another reason is that the professional reinsurer offers 
not only the traditional ‘‘ quota-share ” contract (covering a fixed proportion 
of each policy) and “surplus ” contract (covering a pro-rata share of each 
risk over and above the original company’s retention in each category) 
but also other types of cover such as “ excess of loss”’ (paying all losses 
in excess of a fixed amount for each loss) and “ stop loss ” (paying all losses 
in excess of a fixed ratio of losses to premiums). ‘These contracts are 
inherently more hazardous than the traditional forms and require specialized 
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knowledge and organization. ‘The direct-writing offices for the most part 
recognize the value of these specialized services and assist the professional 
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reinsurers: by offering with their “‘ excess loss’’ contracts part of their 
preferred business on which they would normally expect to receive 
reciprocity. 

This is only the broadest possible outline of a market that is complex in 
the extreme and possesses many other facets. Thus much of the market 
in ‘“‘ excess of loss”’ and “stop loss”’ covers is provided by underwriters 
at Lloyd’s, who also have had a poor experience in recent years. The 
activities of Lloyd’s are both competitive with and interwoven with those 
of the professional reinsurance companies. ‘The companies normally go to 
Lloyd’s for protection against losses in excess of the amounts they are 
themselves willing to carry, but they also provide, or assist in providing, 
similar cover for individual syndicates of Lloyd’s underwriters. ‘The inter- 
national aspect is also all important. By far the greater part of the reinsur- 
ance business transacted by both the professional reinsurers and Lloyd’s 
comes from overseas sources, and considerable reinsurance business also 
flows from London to the strong reinsurance markets abroad, especially 
on the Continent. Much business moves on, in changing parcels, from 
one reinsurer to another, passing through many hands before reaching its 
final destination. Fractionally and in transmuted form it may even find 
its way back to the original reinsurer. 


Bigger Units—Bigger Risks ? 

How far is the need for and use of reinsurance likely to be diminished 
by the emergence of larger units in direct insurance ? In the statements 
issued at the time the mergers were proposed, and in the comments made 
subsequently by the chairmen in their annual addresses, the advantages 
mainly stressed were strengthening of organization and economy of opera- 
tion, coupled with improved service to the public. ‘This current preoccu- 
pation with economy and efficiency has been sparked off by the streamlining 
and mechanization now taking place in the United States; in that market 
at least, they have become virtually the conditions of survival. Nowhere 
in the chairmen’s statements is ability to dispense with reinsurance cited 
as an advantage to be derived from a merger. Indeed, it is not incon- 
ceivable that the increased concentrations of risk in particular regions 
might increase rather than diminish the need for reinsurance. In any 
case a larger unit with more capital behind it would not necessarily wish 
to raise its retentions to the point that capital strength alone would indicate. 
For purposes of control and management a company must break its business 
down into departments and those departments must be viable units. 
Human considerations cannot be disregarded: the psychological reactions 
of the manager who is asked to commit his company to very large sums 
for.net account are difficult to assess. 

It is quite probable that the current emphasis on economy may stimulate 
a desire to switch from traditional methods of reinsurance to excess-of-loss 
contracts and consequently to increased demands on_ reinsurance 
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companies and Lloyd’s underwriters specializing in such covers. In these 
covers the economies to the original company are of two kinds. First, 
the company is relieved of the necessity of calculating the reinsurers’ share 
of the premium for each risk reinsured but merely pays a premium at a 
fixed rate on its gross premiums. Secondly, it does not charge its reinsurer 
with a proportion of each loss on all policies reinsured, but collects instead 
the whole of the amount by which individual losses exceed an agreed 
figure. These methods were originally introduced to provide reinsurance 
on liability risks where there was no fixed amount at risk, but their use has 
grown steadily. ‘I'wo main forms may be distinguished. 

The first is called an “ underwriting ” or “‘ working” cover. This is a 
cover on which a fairly regular stream of losses may be expected to occur. 
It might, for example, reinsure a direct-writing company for all losses in 
its motor department that cost more than £5,000, up to a limit of £50,000. 
The reinsurer would need a good deal of information about the under- 
writing practices of the company and would ask for statistics of past results. 
The cost thus disclosed would need to be “loaded” to take care of a 
variety of factors. For one thing, the figures given will almost certainly 
be incomplete because in that class of business there are always a number 
of large claims that develop late, often many years after the accident 
occurred. Allowance must also be made for trends such as the fall in the 
value of money, increased frequency of accidents, more generous Court 
awards, and so on. Finally, the reinsurer must make provision for his 
expenses and profit. Of late years the aggregate loadings have rarely been 
sufficient to allow for adverse trends under motor insurance contracts: 
this is one of the main reasons for the failure of reinsurers to produce 
profits. As a consequence of poor results the market for “ underwriting ”’ 
covers both with professional reinsurers and at Lloyd’s has become much 
tighter; more liberal margins are obviously essential if the market is to be 
preserved and extended. This form of excess of loss protection has de- 
veloped extensively since the war in marine cargo business. It is clearly 
advantageous in any field where a fairly regular succession of moderate losses 
is the rule. It is not suitable, however, for business such as industrial fire 
or marine hulls where very large individual losses must be expected. 

The other main form of excess of loss cover is the catastrophe cover. 
These covers normally operate in the event of some natural or man-made 
disaster involving widespread property damage or heavy loss of life. Most 
direct-writing companies operating in the United States carry such covers 
in respect of windstorm; very heavy losses were paid by the London 
reinsurance market—chiefly by Lloyd’s—following the severe hurricanes 
a few years ago. Other frequent subjects for these covers are earthquakes, 
floods, riots, aircraft and mining disasters. The risk of a heavy loss on 
one original policy, unless the contingency is of a remote character, would 
not be regarded by reinsurers as a suitable subject for an excess of loss 
contract and they would expect direct-writing offices to “ protect’’ their 
excess of loss contracts by reinsuring such risks elsewhere on a pro-rata 
basis. The dividing line between what is and what is not a proper risk 
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to expect an excess of loss reinsurer to carry 13, however, a fine one and 
could easily lead to disagreement between the contracting parties unless 
—as happily is usually the case—a close and harmonious relationship exists. 

‘“‘ Stop loss ” covers, to which reference has been made earlier, are most 
frequently used for insurance of growing crops against hail. In most years 
the loss experience is good, but every now and then there is a bad year. 
The original company pays to the reinsurer a percentage of its annual 
premiums, and in a year when losses are heavy recovers from the reinsurer 
a proportion (usually 90 per cent) of the amount of its losses in excess of 
x per cent of its premium income. Most of the business is written at 
Lloyd’s. 

All these varied services clearly make an important contribution to the 
smooth working of the insurance industry as a whole. The current trend, 
as already indicated, is for the demand for the more specialized services to 
increase. Mergers seem unlikely to induce a slackening in this demand; 
they could quite well stimulate it yet further. There thus seems no 
inherent reason why reinsurance business should not be profitable in the 
years ahead. If, as is undoubtedly the case, the demand for cover is there, 
normal market forces should in time restore the business to a profitable basis. 


French Cars, Venezuelan Guarantees 


In conclusion, brief reference must be made to two aggravating factors 
of the recent past that have not emerged in the course of the preceding 
argument. ‘The first is French motor business, which has been heavily 
reinsured in London with the companies and at Lloyd’s, on both “‘ quota 
share’ and “ excess of loss”’ bases. If the quota-share business was bad 
enough, the excess of loss business was catastrophic, because the informa- 
tion regarding past losses that was furnished to underwriters each year for 
tating purposes was always a very long way short of the eventual cost of 
those losses, with the result that the rates fixed were hopelessly inadequate. 
Inevitably, the feeling grew in London that the French companies presented 
their figures in an over-optimistic light for the purpose of obtaining good 
terms, but it is more likely that the French companies were themselves 
the victims of continued inflation superimposed on the protracted delays 
which litigation in the French Courts involves. All the French business 
still written in London makes generous provision for these factors, but 
many of the losses on the old contracts remain outstanding and what the 
final cost will be is anybody’s guess. ‘The other aggravating factor concerns 
bonding business in Venezuela. Heavy losses on reinsurances of this 
business have been incurred as a consequence of the economic upheaval 
following the 1958 revolution. The contracts in question have all now 
been cancelled but losses already paid by reinsurers are in the region of 
£20 millions, of which the London share is about half, and the eventual 
full cost may well be higher. Professional reinsurers and also some leading 
direct-writing offices are involved in these losses; it is believed, however, 
that full provision for the losses—in so far as their extent can be estimated 
—has been made in the 1959 accounts. 


610 











Post Mortem Money 


By A SPECIAL CORRESPONDENT 


HE proper disposal of money and property after the owner has 

died is a matter perennially before the courts. Few branches 

of the law are so full of human interest. Most people have 

property, however little, to leave, and their concern to control it 
after death, and to preserve it as nearly intact as possible, is as natural as 
it is often unavailing. It is, therefore, comforting—as well as instructive— 
to study in some recent cases the concern with which the courts seek to 
interpret the testator’s wishes. 

Even so, there are rules, and they must be followed: the first lesson the 
law reports provide is the danger of applying do-it-yourself principles to 
will-mal ing. The courts will usually apply the rules as liberally as pos:;ible 
—in In the Estate of Cook, Murtson v Cook [1960] 1 All ER 689, for instance, 
Collingwood, J, held that a will ending with the words “ Please Leslie be 
kind to Dot. Your loving Mother ” was validly signed by the testator— 
but one ought not to rely on their indulgence. The recent case of Re Little 
deceased, Foster v Cooper [1960] 1 All ER 387, affords a good example of 
a strict application of the rules tempered with common sense. A will 
had been signed and attested halfway down a blank sheet of paper, the 
witnesses testifying, however, that the testator had held this blank sheet 
on top of and together with the other sheets of the will. All the sheets 
were found together in an envelope in the testator’s bank, and the court 
held that there was sufficient evidence to justify the admission of the will 
as a whole to probate—with the exception of some bequests that the 
testator had added above the signatures on the sheet which had been blank 
before the witnesses and the testator had signed it. 

In In the Estate of Willis, The Times, April 5, 1960, it was the testimony 
of the witnesses that upset the will. They both said that the signatures 
were theirs, but they were sure that the testator had not signed the docu- 
ment in their presence; and Singleton, J, considering them to be witnesses 
of respectability and intelligence, held that the will had not been duly 
executed. While in Jn the Estate of Parslow, Parslow v Parslow, The Times, 
December 3, 1959, Stevenson, J, held a will invalid on the grounds that 
the testatrix had herself forged the signatures to the attestation clauses. 

Quite a different kind of difficulty was encountered in In the Estate of 
Cocke [1960] 2 All ER 289, where a testatrix executed a will appointing an 
executor, and, after some specific bequests, leaving the residue to that 
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executor. She later executed a second will, appointing the same executor, 
making different specific bequests, and leaving the residue undisposed of. 
Lloyd-James, J, applying the principle known, rather improbably, as 
dependent relative revocation, admitted the second will to probate together 
with as much of the first as was not inconsistent with it. This is a case 
in which, in the search after the testator’s true intention, the common 
form clause revoking all previous wills, which was included in the second 
will, was ignored as far as was necessary to make sense of the whole. 

The intention of the testator can be a matter to be settled by the canons 
of interpretation worked out through the years. Thus an unrestricted 
bequest of income to a person can be interpreted, in the absence of express 
words to the contrary, as entitling the beneficiary to claim the capital 
producing that income, as he could not otherwise before his own death 
have the complete enjoyment of the bequest which the testator appeared 
to intend him to have. But a charity has perpetual life, and in Re Levy, 
Barclays Bank Ltd v Fewish Board of Guardians [1960] 1 All ER 42, the 
Court of Appeal held that a bequest of income to charities did not imply 
any intention in the testator that the charities were entitled to the capital. 

Two recent contract cases, not strictly to do with wills, are of marginal 
relevance in this general context. In the first, Parker v Clark [1960] 
1 All ER 93, there was an agreement that the plaintiffs should sell their 
house and live with the defendants as their companions, part of the con- 
sideration being that the plaintiff wife should be left a part of the male 
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10 P.A. BONUS TO INVESTORS 


4 0 will be paid in January 1961 for the 6 months from Ist July 1960 
on the whole of the existing share capital and also on new 

investments made in the immediate future, providing shares are not withdrawn 

before 31st December 1960. This Bonus increases the yield from 34% to 
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e Assets £12,000,000 
@ Reserves exceed £500,000 
e@ The Society itself pays the Income Tax 4 0 
” a at all on investment or withdrawal—and withdrawal is prompt 
and easy 
@ Deposits in the Society are Trustee Investments PER ANNUM 
@ Established 1848 none 
equal to £6.2.5. 

Write, telephone or call for full details per cent on 
The Planet Building Societ ae ceed 

g y able at standard 


Planet House, Finsbury Square, I ondon, E.C.2 Telephone: MONarch 8985 rate. 
(Member of the Building Societies Association) 
BRANCHES AT: CHELMSFORD, ILFORD, MAIDSTONE, ROMFORD, WORTHING i STS 
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defendant’s property in his will. The action arose after plaintiffs and 
defendants had fallen out; and Devlin, J, held znter alia that as there had 
been a valid contract the wife was entitled to damages for her loss of 
expectation of a share of the property on the defendant’s death. In the 
second, Meredith v Davey, The Times, May 19, 1960, the plaintiff was a 
nurse who had agreed to leave her employment to look after a chronic 
invalid, the invalid’s brother promising to transfer to her £10,000 in stocks 
and shares. He did in fact so transfer £6,115, but two years after the 
arrangement was made he died, and the plaintiff became liable to duty on 
the property already transferred. She brought this action against the 
executors for the balance of the £10,000, and Cross, J, upheld her claim, 
despite the fact that it rested on her unsupported evidence of the interview 
between herself and her brother. 


Estate Duty: Pitfalls for Executors 


Quite different, and much more complicated, questions about post 
mortem money are raised when one turns to estate duty cases. In Public 
Trustee v IRC [1960] 1 All ER 1, a testator had provided that remuneration 
would be paid out of the income of his estate to each of his executors and 
trustees while so acting; one of his executors, who was being so remunerated, 
died, and the Inland Revenue authorities claimed estate duty on that part 
of the property which was producing the relevant income, and which on 
the executor’s death fell back into residue. ‘The House of Lords reversed 
the decision of the Court of Appeal and held by a majority that although 
that property did indeed pass on the death, it was excluded from liability 
to duty since it represented an interest held only by virtue of the holding 
of an office within section 2 (1) (b) of the Finance Act, 1894. 

A simple but disturbing question was settled by the House of Lords 
in Barclays Bank Ltd v IRC [1960] 2 All ER 817. Here the deceased had 
owned shares in a company. During his Jifetime he had transferred other 
shares in the same company to trustees of a settlement that he had created. 
He retained no beneficial interest in these latter shares, but he was himself 
the first named of the trustees of the settlement and as such was entitled 
to vote in respect of those shares as well as of those which he held beneficially, 
The votes in respect of all the shares would have given him a majority in 
general meeting; the House of Lords held that he had had control of the 
company within section 55 (i) of the Finance Act, 1940, and that the 
shares passing on his death (i.e. the minority holding to which he was 
beneficially entitled) must therefore be valued by reference to the assets 
of the company and not to their market price. 

An example of the more complicated trails the Revenue authorities have 
to follow is seen in Childs Trustee Co v IRC [1960] 2 All ER 209, where 
estate duty was claimed on certain insurance policies that had been brought 
into a resettlement after the disentailing of a settlement in tail. The father, 
whose life interest in the settlement preceded a life interest to his son, 
had assigned the policies to the trustees of the new settlement, and it was 
on his death that the duty was claimed. Cross, J, held that the policies, 
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did not pass on the father’s death because the father had no interest in 
them which ceased at his death, but they were liable for estate duty because 
the son’s life interest arose on his father’s death, and the father had 
provided the policies. 

A somewhat similar point arose in Re Boulton’s Will Trusts, Public 
Trustee v Robb [1960] 1 All ER 553, where the holder of a life interest in 
a property assigned one-third of that interest to a relative who already 
had a reversionary interest in one-third of the income from the property. 
On the death of the holder of the life interest estate duty was claimed on 
only two-thirds of the property, as it was recognized that the relative 
enjoyed the income of the one-third equally before and after the death; 
but the case went to the Court of Appeal on the question whether the 
duty assessed should be levied on the two-thirds from which it arose or 
on the whole estate—those entitled to the two-thirds contending that the 
holder of the life interest could not, in dividing and assigning her life 
interest, divide also the trust property. The whole trust property was, 
they argued, what passed on her death, and the fact that the income of 
some of it had been previously assigned should not affect the issue. The 
court rejected this ingenious argument, Lord Evershed, MR, commenting 
on the curious fact that had it been accepted the Revenue authorities might 
have felt themselves bound to consider whether the amount of duty should 
not be increased, which in the end might have left all the parties, appellants 
as well as respondents, worse off. 


Trustees: New Freedoms, New Responsibilities 


The Variation of Trusts Act, 1958, which gave the courts power to 
approve alterations in trusts for the benefit of beneficiaries, is producing 
its modest crop of cases. ‘Two may be briefly mentioned here. In Re 
Allen’s Settlement, Allen v Allen [1959] 3 All ER 673, Vaisey, J, took the 
opportunity of saying that in future cases in which private or charitable 
trustees sought extension of their powers of investment it would not be 
necessary to call expert evidence on economic or financial history or the 
general desirability of extending investment powers; expert evidence might, 
however, still be necessary on matters peculiar to the particular application. 
And in Re Steed’s Will Trusts, Sandford v Stevenson [1960] 1 All ER 487, 
the Court of Appeal held that trustees’ discretion should not be interfered 
with in the absence of grave cause. Lord Evershed expressed his sym- 
pathy with both parties in this “ unhappy case”. Property had been left 
on protective trusts for the benefit of the plaintiff for her life, it being the 
intention of the testator to ensure that she should have the continuing 
benefit throughout her life. She disagreed with the trustees about the use 
of the property, and sought approval of an arrangement under the Act 
which would have left her free to follow the course she desired but under 
which she might have lost the continuing benefit intended. The trustees 
resisted her, and the Court of Appeal held that in so doing they were 
seeking conscientiously to carry out the wishes of the testator. ‘The Master 
of the Rolls remarked that “‘ the duty of the trustee is not always an easy 
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one’, and the case is a good example of one kind of difficulty trustees 
encounter, for the trustees in question would have been doing no legal 
wrong in falling in with the plaintiff’s wishes. 

To return to wills and their more direct problems, four recent cases may 
be cited. First, Re Cohen, National Provincial Bank Ltd v Katz [1959] 
3 All ER 740, where six properties passed under the husband’s will to his 
wife and under her will—she died four months after the husband—to 
specific devisees. Neither estate was sufficient to cover all liabilities, 
and one of the questions for the court was whether the burden should be 
borne proportionately by the specific devisees, or whether, some of the 
properties having been realized as part of the winding up of the husband’s 
estate, the loss should remain as it lay. Danckwerts, J, had no difficulty 
in deciding on equitable principles for the former course. Secondly, 
Re Neeld, Carpenter v Inigo-fones [1960] 2 All ER 33, in which the court 
had to consider the validity of two “‘ names and arms ”’ clauses, in which 
two sets of benefits under a will were made dependent on the assuming 
of two names and the arms of those names. This kind of case was more 
common in the nineteenth century than it is now, and Cross, J, remarked, 
‘T have no particular affection for names and arms clauses. If some higher 
court is prepared to say that nowadays no such clauses are capable of having 
any legal effect I shall not shed any tears, but I could not take so robust 
a course myself even if I wanted to do so’”’. And the particular clauses 
of the case before him he held valid. 

Thirdly, in Re Krawitz’s Will Trusts, Krawitz v Crawford [1959] 3 All 
ER 793, Vaisey, J, had no difficulty in holding ineffective a clause in a will 
which made void certain trusts in favour of a daughter if she married a 
person who did not practice the Jewish religion. ‘The courts have fought 
a long war of attrition with generations of testators on such clauses; here 
the clause was held void for uncertainty, Vaisey, J, saying: “‘ I do not know, 
except in the broadest and most indefinite sense, what is meant by ‘ prac- 
tising’ the Jewish religion, or indeed any religion, and the expression 
seems to me to lack altogether that precision which is essential to the 
validity of a condition subsequent ”’. 

And, as a tailpiece can well come Jn the Estate of Reddan, deceased, 
National Provincial Bank Ltd. v Wilks, The Times, January 13, 1960, an 
uncontested action in which the bank as executor sought proof in solemn 
form of the will of the testator. ‘‘ Proof in solemn form ”’ is a precautionary 
measure that can be taken if there is any possibility that the will may be 
challenged in the future. Here the testator’s affairs had for many years 
been managed by two officials of the bank, and as Stevenson, J, put it, 
“as a result she had developed rather an emotional approach to the bank, 
and one not often found among bank customers’”’. She had given the 
officials presents during her lifetime, which had been approved by head 
office, largely because “‘if any hesitation was shown . . . Miss Reddan 
became very heartily and vocally annoyed”. In her will she left the 
officials £10,000 and £5,000 respectively. ‘The story ended happily. There 
was no objection raised by any of the other parties, and probate was granted, 
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HE Federal Reserve Board last 

month took its first major step 

to increase the money supply 
and bring generally easier credit con- 
ditions. In New York and Chicago— 
the central reserve cities—legai reserve 
requirements were reduced from 18 per 
cent to 174 per cent. There and in 
other cities, banks will be permitted to 
include as part of their effective reserves 
vault cash in excess of 1 per cent of 
net demand deposits (formerly 2 per 
cent), while country banks may include 
vault cash in excess of 2} per cent of 
deposits (formerly 4 per cent). The 
net effect of these relaxations was to 
provide an additional $600 millions or 
so in bank reserves and permit a 
maximum increase in deposits amount- 
ing to about $3,500 millions. Only a 
few days later, the official discount rate 
was again lowered from 34 per cent to 
3 per cent in four main centres, in- 
cluding New York. ‘These moves fol- 
lowed a reduction at the end of July 
in cash margin requirements for stock 
market trading from 90 to 70 per 
cent. 

It is safe to say—despite frequent 
suggestions to the contrary—that poli- 
tical considerations played no part in 
these latest moves. The monetary 
authorities have moved rather more 
swiftly against the threat of recession 
than has been customary in the past; 
but this seems attributable to the recog- 
nition that in the past the turns in their 
policies —in either direction — have 
usually been unduly delayed. 

The timing of the latest moves may, 
however, have been influenced by con- 
cern about the impact of easier money 
on the gold reserve, which has been 


reduced by a further $400 millions 


since the turn of the year; and, indeed, 
the outflow of gold has appreciably 
quickened with the decline in Ameri- 
can money rates since mid-year. This 
factor, of course, would not have been 
decisive if there had been any clear 
evidence of a down-turn in business. 
But no such evidence was forthcoming 
—industrial production in July as 
measured by the Federal Reserve 
Board’s index (1957—100), remained 
at the level of 109—2 points below 
the peak established last January. The 
authorities were not, apparently, con- 
vinced in July that the outlook justified 
any further move to expand credit. 
The picture then was of a sustained 
sideways movement over the entire 
economy, with little to show whether 
the turn, when it came, would be 
upwards or downwards. New Orders, 
however, were disappointing and there 
were no signs of any upsurge of con- 
sumer spending to offset the levelling 
out of the rise in expenditure on new 
plant and equipment by business; 
moreover, stocks were rising against a 
generally discouraging background. 


Order Books Shorten 


One key factor in the decision to 
give a fresh stimulus may have been 
the further decline in new manufac- 
turing orders in June—to $30,000 
millions, well below the comparable 
1959 level and appreciably below the 
current level of sales. Unfilled orders 
were at the lowest point for two years. 
The Reserve authorities thus decided 
that some additional action was needed 
to avert a further sagging of the 
economy in the months ahead. ‘The 
commercial banks, with their loans at 
peak levels, delayed for several days 
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before taking any decision to follow the 
easier money trend with a reduction in 
their rate for “ prime loans ”’ to 44 per 
cent from the level of 5 per cent to 
which it was raised in September, 1959. 


The generally easier monetary con-. 


ditions had brought short-term rates 
down to near the 2 per cent level 
before the new credit relaxations were 
announced. The Treasury bond mar- 
ket moved steadily higher regaining, by 
mid-August, most, if not all, of the 
ground lost since the close of 1958. In 
this climate, the Treasury’s $10,400 
millions re-funding operation was 
markedly successful. The cash offering 
was confined to $8,750 millions in new 
securities, comprising $7,750 millions 


? 


34 per cent one-year certificates: and 
$1,000 millions in 3 per cent bonds 
dated 1968. Of the major 4? per cent 
note redemption, of $9,600 millions, 
only about $4,000 millions was privately 
held, thus facilitating the Treasury’s 
first cash-subscription and repayment 
operation in which holders of the 
maturity were not, as hitherto, allowed 
“pre-emptive rights’’ to the new 
securities. All the old bonds were 
redeemed in cash and the subscription 
for the new bonds thrown open to all 
investors. ‘To discourage speculation 
further, down-payments of 20 per cent 
were generally required. The offer per- 
mitted a reduction of some $1,600 
millions in outstanding debt. 


American Economic Indicators 








1959 1960 
1957 1958 1959 
oor Dec May June July 
Production and Business: 

*Gross national product (billion $) 443 444. « 4820 — 505 — — 

*Industrial production (1957 = 100) 100 7 335 3 i960 te. 103 

*Gross private investment (billion $) . 66.1 560 72.0 — 7.5 — — 

*New plant and equipment —— >. . 37.0 305 32.5 — 37.0 — £375 

*Construction (billion $) <é 47.8 48.9 56.1 55.4 55.8 55.6 55.5 
Housing starts (000 units) na. n.a. 1,553 96.3 130.2 129.5 — 

*Business sales (billion $) 56.3 54.0 60.0 60.9 61.9 61.9 — 

*Business stocks (billion $) ; 90.7 85.1 89.4 89.4 93.2 934 — 
Merchandise exports (million $) 1,738 1,491 1,464 1,674 1,792 1,720 — 
Merchandise imports (million $) 1,082 1, 070 1,268 1,478 1,260 1,313 — 

Employment and Wages: 

*Non-farm employment (million) S22 S25 3s ws fas eel Ue 
Unemployment (000s) . 2,936 4,681 3,813 3,577 3,459 4,423 4,017 
Unemployment as % labour force 4.3 6.8 5.5 a: A. Dol 
Hourly earnings (mfg) ($) y: ie. mee Bey ©: Bee eee ee 
Weekly earnings (mfg) ($) 82.39 83.50 89.47 92.16 91.37 91.60 91.14 

Prices: 
Moody commodity (1931 =100) { 78 a 372 > 378 378 373 «371 
Farm products (1947-49 = 100) 90.9 94.9 89.1 85.9 90.4 89.0 88.9 
Industrial (1947-49 = 100) 125.6 126.0 128.3 128.6 128.2 128.3 128.3 
Consumers’ index (1947- 49 — 100) 120.2 123.5 124.6 125.5 126.3 1265 — 
Credit and Finance: 
Commercial bank loans (billion $) 93.9 98.0 110.8 112.0 113.6 114.8 114.1 
Commercial bank investments ames §) 76.2 86.6 79.4 79.4 75.0 74.0 76.6 
Money supply (billion $) . 232.3 247.5 252.4 251.6 246.2 247.8 249.7 
Consumer credit (billion $) 45.3 45.6 52.0 52.0 52.8 535 — 
Treasury bill rate (%) . 3.27 1.84 3.41 4.57 3.39 2.64 2.40 
US Govt Bonds rate ( “/) 3.47 3.43 4.08 4. ah Py = 3.98 3.86 


-. +1,194-7,286 -8,006 
22.781 20,534 19,456 19,456 19 352 19,322 19,164 


amounts outstanding at the end of the 


Federal cash budget (+ or —) (mill $). 
US Treasury gold stock (million $) 


Notes.—Starred items are seasonally 





adjusted. Latest figures are preliminary 
or estimated.. Yearly figures are given for 
gross national products, private investment 
and new plant for 1957-59 and then quar- 
terly figures at annual rates. Construction 
figures show monthly averages 1957-59. 
Business stocks, money supply, bank loans, 
consumer credit and gold stock show 


period. Moody’s commodity index shows 
high and low 1957-59, and end-month 
levels. Money supply is total deposits 
plus currency outside the banks. Budget 
figures are cash totals. Quarterly figures 
are throughout shown in the middle 
month of the quarter. Treasury bill and 
bond rates are average for month or year. 
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WHAT KIND OF CLARET IS THAT? 


As a matter of fact, it isn’t a claret. It’s a 
hotelin a national park in the North Island 
of New Zealand. Not that we claim to be 
connoisseurs of good wine, but we do 
believe we’re experts on topics connected 
with our country. For we are the National 
Bank of New Zealand and, as with many 
other, more important matters, it is our 
business to know about such things. 
Whatever your interest in New Zealand 








and wherever those interests may lie, you 
can be sure we shall be able to help you. 
After all, knowledge and experience are 
the cornerstones on which our business 
has been built. And with 150 branches 
and agencies throughout the North and 
South Islands, there’s little wonder we’re 
so well informed on things of national 
interest. That’s one of the reasons why 
we are named— , 


The National Bank 


OF NEW ZEALAND LIMITED 


Head Office: 8 Moorgate, London, E.C.2. (MONarch 8311) 
West End Branch: 14 Charles II Street, London, S.W.1. (TRAfalgar 6791) 
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New Steel Industry—The first furnace 
of the new steelworks at San Nicolas, 
about 200 miles from Buenos Aires, was 
inaugurated by President Frondizi at 
the end of July. It has taken some 10 
years to get the plant, which is part of a 
£150 million plan for an Argentine steel 
industry, to its present stage. —The new 
industry’s. prices will be above the world 
level, largely because iron ore and fuel 
are not available locally. But the 
country’s steel needs are so heavy that 
unless imports can be replaced by local 
production the balance of payments will 
deteriorate as expansion continues. 


AUSTRALIA 


Deflationary Budget—The budget pre- 
sented last month by the Federal Trea- 
surer, Mr Harold Holt, was mildly 
deflationary. Taxation was increased 
by £A41 millions, the largest part, 
£A23 millions, coming from the can- 
cellation of the 1s in the £ income 
tax rebate granted in last year’s budget. 
Company tax was raised by 6d to 8s 
in the {—which is expected to yield an 
extra £A18 millions in a full year. Major 
increases in indirect taxation, which 
would force up living costs, were 
avoided. On the other hand, Government 
concessions were limited to £A13 mil- 
lions—mainly increases in various forms 
of pensions. Overall, Mr Holt is bud- 
geting for a surplus of £A15.5 millions 
in place of a realized deficit of some £A29 
millions (£A18 millions if the Govern- 
ment portion of the increased IMF 
subscription is excluded) in the financial 
year just ended. . 


No Retreat into Import Controls— 
Mr Holt forecast that imports would be 
considerably greater this year than last; 
the rise would almost certainly involve 


further substantial running down of 
international reserves. Given reasonable 
success in trading abroad and attracting 
overseas investment, he believed that 
Australia would not need to re-impose 
import controls. So far, he asserted, 
decontrol had been every bit as success- 
ful as had been hoped. 


Squeeze Tightened— The Reserve 
Bank announced a further tightening of 
credit policy last month aimed at damp- 
ing down the inflationary pressures. It 
asked the trading banks to achieve an 
immediate and significant reduction in 
the rate of new lending, particularly for 
financing speculative activities. Mean- 
while, strong pressure would be main- 
tained on the banks’ liquidity, because, 





MR J. BURGERHOUT 


General Manager, De Twentsche Bank | 
N.V., Amsterdam, Netherlands 











despite earlier moves by the central bank 
to restrain credit-creation, advances had 
expanded considerably since the begin- 
ning of 1960. 

Temporary Tariffs—The Trade Mini- 
ster, Mr John McEwen, has put forward 
new proposals enabling the Government 
to impose ‘temporary tariffs in an 
emergency without waiting for Par- 
liamentary approval. Industry as a 
whole, and not isolated producers, 
would have to show that if action were 
not taken it would be seriously damaged, 
and that the threat could not be com- 
batted by adjusting its own operations. 
Any such tariffs must be submitted to 
Parliament within the first seven days of 
its next session. ‘They would only be 
imposed pending a full inquiry by the 
Tariff Board—and would lapse if the 
Government took no steps to establish 
them within three months of receiving 
the Board’s full report. 

Drain on Reserves—The Reserve 
Bank’s holdings of gold and sterling 
balances dropped by some £A60 mil- 
lions in the three months to mid-August 
(though some {£A1i1 millions of the 
decline was attributable to the payment 
of Australia’s increased subscription to 
the International Monetary Fund). At 
£A406 millions, the reserves reached 
their lowest point for sixteen months. 


Decimal Coinage—The committee set 
up by the Federal Government to con- 
sider decimalization of the currency has 
unanimously recommended making the 


change. 

BELGIUM 
Repercussions of the Congo— Uneasi- 
ness about the possible effect on 


Belgium’s economy of the strife and 
disorder in the new-born Congolese 
Republic has resulted in a fairly extensive 
flight from the Belgian franc. External 
reserves have fallen heavily on _ this 
account. In July alone the loss was of 
the order of $100 millions. In an 
attempt to arrest the outflow the authori- 
ties raised the Bank rate from 4 to 5 per 
cent early last month. The possible loss 
of. all income from the Congo is being 
faced in Brussels; while this would 
make things difficult for Belgium it is 
being argued that the loss need not be 
disastrous. 


BRITISH CARIBBEAN 
FEDERATION 


Treasury Bills Soon?—The Trinidad 
Parliament has given the Government 
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power to raise money by the issue of 
Treasury bills. It is hoped that this will 
lead to the formation of a money market 
in the island. 


CANADA 


Assisting Employment?—While a 
major departure from the official policy 
of monetary restraint is unlikely, steps 
will be taken to soften the impact of the 
seasonal rise in unemployment expected 
during the coming winter. 


CENTRAL AFRICAN 
FEDERATION 


Bank Rate Up—The Bank rate was 
raised from 4} to 5 per cent at the 
beginning of August. An official state- 
ment explained that the authorities had 
not wanted to change the rate but that 
their hand had been forced by the 
action of the commercial banks in raising 
lending and deposit rates a few days 
previously. The commercial banks 
argued that it was necessary to bring 
local rates more into line with overseas 
levels to combat the outflow of capital 
and discourage foreign borrowing. Buta 
central bank spokesman held that these 
reasons were “‘ not very convincing’’.. , 


CEYLON 


Limited Nationalization—The 
nationalization plans of Mrs. Banda- 
ranaike’s new Government, as set out 
in the Speech from the Throne, are 
limited to life assurance companies and 
the two national newspaper groups. The 
feared nationalization of rubber and ‘tea 
estates and plantations is not con- 
sidered to be in the national interest. _., 


Bank Rate Raised — Measures an- 
nounced by the Government to contend 
with the deterioration in the external 
balance include the raising of Bank 
rate from 2} to 4 per cent and official 
insistence on a minimum margin being 
put up by the purchaser in respect. of 
letters of credit for certain imports. 


CONGO 


Katanga Secession?—Though rather 
more orderly conditions prevailed in the 
Congo in August following the arrival of 
United Nations forces, tension remained 
high. Conflict centred in the question 
whether the province of Katanga, which 
accounts for some three-fifths of the 
Congo’s wealth, should be allowed to 
retain its independence from the rest of 
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the Congo. M. Kibwe, the Finance 
Minister in the Katanga Government, 
has announced that the territory had no 
intention of allowing the Lumumba 
Government to become a major share- 
holder in the Union Miniére de Haut 
Katanga, the Belgian-developed mining 
concern that plays a large part in the 
economic life of the Katanga region. 


Borrowing Ceiling Removed—The 
ceiling on advances by the Congo central 
bank to the Government has _ been 
lifted as an emergency measure and the 
central bank has agreed to make another 
Frs 500 millions available to enable the 
Government to go on paying civil 
servants’ salaries and other essential 
outgoings. The Treasury’s coffers have 
been almost exhausted by the upheaval. 


Future of Central Bank—A conference 
to discuss the future status of the central 
bank was called early in August. No 
arrangements had been made prior to 
independence to transfer the bank’s 
headquarters from Brussels to Leopold- 
ville or to “‘ Africanize ”’ it. 


CUBA 


Further Expropriation — President 
Castro has announced the expropriation 
of US property in the country estimated 
to be worth $500 millions. The pro- 
posed compensation consists’ of 50-year 
Cuba bonds to be serviced from the 
proceeds of a quarter of Cuban sugar 
sales in the United States in excess of 
3 million tons, at the American premium 
price of 5.4 cents a pound—an offer that 
has been described by American com- 
mentators as virtually worthless. 


FRANCE 


Outlook Fair—In a review of the 
economy. M. Baumgartner, the Finance 
Minister, stated that the country’s 
foreign exchange reserves were now 
satisfactory but measures to maintain 
and increase them would have to be 
continued. Moreover, the external 
payments surplus did not imply that 
there was room for a great increase in 
domestic spending. The Secretary of 
State for Foreign Trade said last month 
that he did not believe that there were 
any inflationary tendencies and argued 
that expansion could be maintained. 


New Algerian Steelworks—The Steel 


Industry Federation has_ signed an 
agreement with the Government for the 
construction of a new steelworks at the 
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east Algerian seaport of Bone at a cost of 
NF 820 millions. French steel concerns 
will be providing only about 84 per cent 
of the capital required for the project. 


GERMANY 


Trade Surplus Declines—Germany’s 
trade surplus in the second quarter of 
the year fell quite sharply—to DM 900 
millions compared with DM 1,400 mil- 
lions in the first quarter and DM 1,295 
millions in the second quarter of 1959. 
The export surplus in June—DM 169 
millions—-was the smallest for any 
month since January 1959. In the first 
half of 1960 imports totalled DM 20,600 
millions, an increase of 25.2 per cent on 
the same months of 1959, while exports 
totalled DM 22,900 millions, an increase 
of 20.9 per cent. The trade surplus for 
the six months was DM 2,300 millions 
compared with DM 2,500 millions. Pre- 
liminary figures for July, however, 
showed a sharp upturn in both exports 
and imports: the trade surplus widened 
to DM 433 millions. 


Reserves Intake Slackens—The rise 
in Germany’s external reserves siackened 
in July, following official denials of any 
intention to revalue the Deutsche Mark. 
The gain during the month was DM 865 
millions, raising the reserves to a new 
peak of DM 28,632 millions, compared 
with a gain of DM 1,539 millions in 
June. In the first three weeks of last 
month the reserves rose by a further 
DM 507 millions, bringing the total rise 
since the beginning of March to DM’ 
5,357 millions ($1,285 millions). 


New Liquidity Moves—The Bundes- 
bank last month announced new steps 
to reduce the liquidity of the banks. It 
has arranged to place DM 500 millions 
of special bonds (carrying interest at 
54 per cent). with leading German credit 
institutions. "The bonds will run for 
two years and cannot be resold either to 
the public or to the monetary authorities ; 
the Bank stated that only in very special 
circumstances would it be prepared to 
rediscount them. ‘The bonds are being 
placed between August 20 and Septem- 
ber 20; a second tranche of DM 500 
millions may be issued later, if necessary. 


£1,000m Road Plan—The Transport 
Ministry has announced that DM 12,000 
millions will be spent on the construction 
of roads under a four-year plan starting 
early in 1961. 

Import Scheme Cut Back—The Every- 
man Import Scheme introduced in 1951 








has had to be modified because of abuse 
by importers. The scheme allowed 
individuals to import articles up to the 
value of DM4100 on payment of a 
universal import duty of 15 per cent, 
but it has been exploited by merchants to 
circumvent customs barriers. 


GHANA 


Reserves for Development — The 
Finance Minister, Mr Gbedemah, re- 
vealed in his budget statement for 
1960-61, presented at the end of July, 
that between £15 millions and £18 
millions of the country’s reserves will be 
used in the coming year to finance 
development. ‘There was no cause for 
alarm, he said, as these funds had been 
set aside for this purpose. Moreover, 
the Government had no intention of 
exhausting the reserves—they would be 
kept at the level necessary to ensure 
financial and economic stability. The 
budget provided for an increase in expen- 
diture of 25 per cent, to £66 millions. 


New Economic Powers—The Minister 
also outlined plans for legislation to 
carry out the country’s new financial 


policy. This includes banking laws put- 
ting local banks on the same basis as. 
those in other developing countries and 
giving the authorities power to issue 
directives to all statutory corporations 
and major business concerns, as well as 
the gradual take-over of retail trading 
and cocoa purchasing. 
Anti-Apartheid—A ban has been im- 
posed on the import of South African 
goods and on the use of Ghanaian 
facilities by Union ships and aircraft as 
a protest against apartheid. 


INDIA 


$70m Railway Loan—The World Bank 
has approved a loan of $70 millions to 
cover most of the foreign exchange 
required to complete the expansion and 
improvement of the Indian railways 
under the Second Five-Year Plan. In 
the first four years of the Plan railway 
investment is estimated at 8.7 billion 
rupees ($1,827 millions); in the final 
year ending on March 31, 1961, 2.3 
billion rupees ($483 millions) is expected 
to be spent. Of the total amount, foreign 
exchange requirements are _ estimated 
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at some $718 millions—the original 
estimate of $893 millions was reduced 
because of the increased availability of 
railway equipment manufactured in 
India—40 per cent of which will have 
been supplied by the Bank and a further 
20 per cent from other external sources. 
The Bank’s loan is for 20 years and will 
bear interest at 5} per cent, including 
the 1 per cent special commission. Six 
American banks will participate in the 
loan without the Bank’s guarantee to the 
extent of over $2 millions. Amortization 
will begin in January, 1964. This loan 
raises the total amount advanced by the 
Bank for developing the Government- 
owned Indian railway system to $328 
millions—the largest sum ever lent for a 
single project. 


ISRAEL 


Oil Pipeline Completed—The crude 
oil pipeline from the Red Sea port of 
Eilat to Haifa, by-passing the Suez 
Canal, has now been completed. It will 
handle 3 million tons of oil a year 
initially, but it is hoped to raise this 
figure later to 6 million tons. 

Shipping Shares Given Up—Arrange- 
ments have been made for the Ghana 
Government to take over the Israeli 
shares in the Israei-Ghana_ shipping 
company established in 1957. Israeli 
interests will continue to provide manage- 
ment services. 


ITALY 


Increased Duty on Cars—The duty 
on imported cars and tractors is to be 
increased in a way that will more than 
cancel out the recent Common Market 
tariff cut. British cars will be hit more 
severely than French and German 
models, but even those will have to pay 
more duty than they did before the 
10 per cent tariff cut within the EEC on 
July 1. The new measure has been 
linked with the Government’s drive to 
assist Italian exports. On all cars ex- 
ported the home industry is to receive 
a tax refund amounting to 8 per cent of 
their value, double the refund granted 
hitherto. 


JAPAN 


Rapid Economic Growth—An analysis 
by the Economic Planning Agency 
shows that the gross national product 
rose by 16 per cent in the year to the 
end of March, 1960; industrial output 
increased by 29 per cent. According to 


the report the year’s progress was par- 
ticularly satisfactory because it had been 
achieved without any substantial rise in 
prices and without imperilling the ba- 
lance of payments, the surplus on which 
amounted to $350 millions. 


Reserves Increase—Reserves rose to 
the new post-war peak of $1,505 millions 
at the end of July. The continued ad- 
vance is attributed in part to the in- 
creased use of “‘ Euro-dollars ”’ for the 
financing of imports, a practice that has 
been encouraged by the tightness of 
money within Japan. 


KENYA 


1961 Elections—The Colony’s chief 
secretary has indicated that the elections 
for the new Legislative Council are 
likely to be held in February 1961. Two 
African parties will contest the elections, 
the attempt to build a single party under 
the leadership of Mr ‘Tom Mboya 
having ended in failure. 


Unemployment Difficulties—The 
UK Colonial Secretary, Mr Macleod, 
has pointed out that private investment 
in Kenya had been seriously affected 
by the loss of confidence abroad, with 
the result that the unemployment prob- 
lem is proving more difficult to solve by 
Government expansion programmes. 


LATIN AMERICA 


Luke-warm Response—The Ameri- 
can plan to launch a large-scale mutual 
aid programme aimed at raising living 
standards in Latin American countries, 
announced by President Eisenhower in 
July, has attracted a less enthusiastic 
response than might have been expected. 
This is probably due partly to the 
absence of details and partly to the fact 
that, being revealed at the time when 
the Cuban economic war against America 
was moving to its climax, the programme 
tended to look like a hasty effort to 
defend American interests in other 
Latin American countries. 


NETHERLANDS 


Credit Squeeze Tightened—As a 
further move to counter the threatened 
re-emergence of inflationary pressures, 
the central bank in the second half of 
July ordered the commercial banks 
to raise the proportion of their deposits 
frozen in accounts held with it from 7 to 
8 per cent. Under a_ gentlemen’s 
agreement with the. commercial banks, 
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They’re produced in Britain—AT LOWER COST 


CALCULATOR SALES 
DOUBLE IN 12 MONTHS 


BURROUGHS 








Sales of Burroughs calculators over the last 
twelve months have leapt to more than twice 
last year’s figure! This is because Burroughs 
now give even better value for money, with 
the big reductions made last year in calcula- 
tor prices. 

These reductions were made possible by im- 
proved production methods in Burroughs 
ultra-modern factories in Scotland. Burroughs 
have built machines for British business since 
1898, and all calculators are made in Britain. 





STANDARD ELECTRIC CALCULATOR NOW ONLY 
£165 (Style € 2053) 


This is the all-purpose office machine for rapid 
calculations and additions. If your business 
has, for erample, invoicing, payroll, statistical 
or stock record applications, you will find 
the simplicity, accuracy and speed of this 
Burroughs calculator unequalled. 














FULL-FEATURE CALCULATOR WITH “MEMORY- 
DIALS” NOW ONLY £260 (Style € 3053) 


Here’s a machine with all the advantages of 
the C 2054 plus a memory register that can 
provide group and grand totals together with 
instant subtraction for the deduction of dis- 
counts, etc. Here are big savings in time and 
labour, and faster calculating at less cost. 








+ SEE Burroughs pirsr 


STAND No, 98/106 AT THE BUSINESS EFFICIENCY EXHIBITION OLYMPIA 3-12 October 


356-366 Oxford Street, London, W.1 Telephone: nybe Park 9861. Factories at Strathleven and Cumbernauld 
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the central bank has also been given the 
right to demand that they should 
deposit with it the equivalent of any 
sum by which their credits to the private 
sector exceed the average outstanding 
over a recent period of three or twelve 
months. , 

Trade Mission to Russia—Arrange- 
ments have been made for a Dutch 
trade mission to visit the Soviet Union 
in September, the first such contact 
since the war. 


NEW ZEALAND 


Investment Encouraged—The budget 
statement for 1960-61 presented to 
Parliament at the end of July by Mr 
Nordmeyer was on austerity lines. T’ax 
concessions to the general public were 
limited to a reduction in the sales tax 
on motor vehicles from 40 to 33 per 
cent, a slight easing of the excise duty 
on tobacco and the raising of the tax 
exemption limit on life insurance from 
£175 to £250 a year. ‘The Finance 
Minister explained that, as the country 
had reached a point at which total 
supply and demand were in balance, it 
was essential that nothing should be 
done that might endanger that equili- 
brium. ‘To encourage industrial expan- 
sion, the budget relieved companies of 
liability to excess profits retention tax 
where income is required for new 
buildings, plant and equipment, intro- 
duced a new depreciation allowance 
for plant and machinery and liberalized 
capital issues control. 


Deposit Rates Fixed—To discourage 
excessive competition for deposits, the 
Finance Minister fixed maximum rates 
ranging from 2 per cent for call money 
to 5 per cent for deposits extending over 
periods of seven years. He also gave the 
banks permission to enter the hire 
purchase field on a limited scale in 
certain circumstances. Legislation would 
be introduced defining currency issue 
and bank credit controls. 

Freer Imports?—Mr Nordmeyer also 
announced that an internal loan would 
be raised later in 1960—and possibly a 
small external one too, if overseas 
market conditions were favourable. 
Pointing to the recovery in foreign 
exchange reserves from £53 millions in 
mid-1958 to £119 millions in mid-1960, 
he forecast a further relaxation in import 
restrictions if export earnings remained 
buoyant. 


Immigration Drive—After a two-year 
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period of restricted immigration, the 
Government has decided to launch a 
drive to attract skilled workers from 
abroad, mainly because of indications 
that the country may run into a serious 
manpower problem if economic activity 
continues to grow at the recent rate. 


SOUTH AFRICA 


Increase in Bank Rate—The Union’s 
Bank rate was raised from 4 to 44 per 
cent in the second week of August. 
Dr de Kock, the Reserve Bank’s 
Governor, explained that this had been 
done to impress on all concerned the 
fact that the deterioration in the internal 
financial situation arising from the out- 
flow of capital might continue for some 
time. This necessarily entailed some 
restraints on spending on goods that 
involved a large outlay of foreign 
exchange so that, although the central 
bank was not contemplating a general 
credit squeeze, it was asking the com- 
mercial banks to exercise caution in the 
granting of credits for financing im- 
ports. Dr de Kock expressed the hope 
that the balance of current payments 
would show a surplus this year, but went 
on to say that, unless foreign confidence 
revived sufficiently or a substantial sur- 
plus on current account was maintained, 
it would not be possible to secure a 
lasting improvement in the balance of 
payments and to keep reserves at a 
satisfactory level. 

The Governor’s statement has added 
materially to the gloom that settled over 
the business community at the time of 
the race riots earlier in the year, 
especially as it contained no indication 
of how the economic climate could be 
improved by Government action. 


Advances Increase—Bank advances 
rose by some £50 millions to the record 
level of £354 millions in the first half 
of 1960, partly owing to a tendency for 
trade and other financing to be switched 
from foreign centres to home because 
of interest rate considerations. 


Gold Sales — The annual report of 
the Reserve Bank shows that, of £237 
millions of gold sold during the year to 
the end of March, £175 millions went 
through the London market. Of the 
remainder, {£22 millions was sold in 
London at prices above market levels 
and £33 millions was sold under schemes 
for direct sales to non-residents of the 
sterling area launched during the year. 


Dual Coinage—The chairman of the 








Decimalization Board has announced 
that the country will have a dual coinage 
system, using pounds, shillings and pence 
as well as rands and cents for about 20 
months after the formal changeover to a 
decimal system in 1961. ‘This was be- 
cause a quick change was impracticable. 


SWEDEN 


Gold Restrictions Eased—The Riks- 
bank has eased restrictions on private 
international transactions in gold to 
allow the export and import of gold 
objects. Domestic sales of gold in bars 
or semi-manufactured form will, how- 
ever, continue to be prohibited. 


SWITZERLAND 


First Hot Money Controls—lIn the 
middle of last month the Swiss National 
Bank called the heads of the major banks 
together to discuss ways of countering 
the heavy inflow of foreign money, 
which has been causing uneasiness in 
Zurich. ‘The influx seems largely attri- 
butable to the withdrawal of Belgian 
investments from the Congo, the flight 
from the Belgian franc occasioned by 
the strife in the Congo, and the further 
outflow of funds from the United States. 
Broadly, the new gentleman’s agreement 
will prevent non-residents from buying 
real estate in Switzerland and _ will 
restrict their ability to buy Swiss securi- 
ties. Foreign deposits and sight credits 
effected since July 1 will be subjected 
to a withdrawal notice of at least three 
months and will bear no interest (in- 
deed, such funds will pay a commission 
of 1 per cent per annum if the term of 
notice is less than six months). ‘These 
rules will be waived for deposits of less 
than SwFrs 50,000 and for deposits 
necessary to fulfil financial obligations 


within a period of six months. Swiss 
banks will be obliged to prevent foreign 
funds from being used, after the lapse 
of the three months’ period, to buy 
Swiss investments, particularly bonds, 
shares and loans, and must take steps to 
prevent the hoarding of Swiss bank- 
notes by foreigners. However, foreign 
deposits can be unfrozen before the 
three months has elapsed if they are 
used to buy foreign currency or securities 
or to underwrite loans issued in Swiss 
francs. The agreement with the banks 
will run for one year, but the National 
Bank has emphasized that it will relax 
the restrictions as soon as possible. 


TURKEY 


Credit Restrictions Eased — The 
authorities have decided to ease the 
restrictions on bank lending to enable 
exporters’ and manufacturers’ require- 
ments to be met in order to encourage 
flagging business activity. This depart- 
ure from the 1958 stabilization pro- 
gramme, which provided for the freezing 
of bank advances at the mid-1958 level, 
was decided upon after consultations 
with the IMF and the OEEC. 
American Aid Released—American 
aid funds granted under the 1959-60 
assistance arrangements have been re- 
leased and negotiations are said to be 
well advanced for a grant of $34 millions 
from scheduled 1960-61 allocations. 
This would enable Turkey to cover the 
cost of routine imports in the lean period 
before the seasonal inflow of foreign 
exchange begins. 


UNITED ARAB REPUBLIC 


Increased Expenditure—An increase 
of 37 per cent in expenditure provided 
for by the budget estimates for 1960-61 
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has been put forward by Egyptian 
economists as proof of the Govern- 
ment’s determination to forge ahead with 
economic expansion. 

First Car Factory—A factory for pro- 
ducing small motor cars has started 
operations on the outskirts of Cairo. 


VENEZUELA 


Foreign Investment Encouraged— 
During a visit to Britain in the second 
half of July the Finance Minister as- 
serted that Venezuela had no intention 
of nationalizing her oil industry and 
that, though she was working on some 
big development plans that would call 
for a good deal of additional finance, 
she was not contemplating the intro- 
duction of taxation affecting foreign oil 
interests. New legislation to encourage 
foreign investment was under way, 
favouring undertakings in which foreign 
interests co-operated with local ones. 


WORLD BANK 


Less Lending—In the fiscal year ended 
June 30 the Bank made 31 loans totalling 


$659 millions, compared with $703 
millions in the previous year and $711 
millions in 1957-58, bringing its total 
commitments—265 loans in 53 coun- 
tries—to $5,181 millions. Disburse- 
ments totalled $544 millions, compared 
with $583 millions in 1958-59 and $499 
in 1957-58. Repayments to the Bank 
amounted to $74 millions, while $84 
millions were repaid to the purchasers 
of borrowers’ obligations sold by the 
Bank. ‘Total reserves increased by $87 
millions to $507 millions as a result of 
increased net earnings and commissions. 
The Bank borrowed $375 millions in the 
year; it made three public issues—$125 
in the United States and the equivalents 
of $14 millions in Swiss francs and $28 
millions in sterling—and six private 
placings totalling $208 millions. The 
increase in the authorized capital from 
$1,000 millions to $2,100 millions, 
proposed by the Executive Directors of 
the Bank in New Delhi in October, 
1958, took effect last September; sub- 
scribed capital increased by $9,751 
millions to $19,308 millions. 





APPOINTMENTS AND RETIREMENTS 


Committee of London Clearing Bankers 
—Miss M. P. Greenwood, assistant secre- 
tary of the Committee of London Clearing 
Bankers, the British Bankers’ Association 
and the Bankers’ Clearing House Ltd, will 
retire on September 1 after 27 years’ service. 
She will be succeeded by Mr M. C. Swift, 
previously joint assistant secretary. 

Bank of Nova Scotia—Sir Brian Mountain 
has been elected to the board of directors. 
Barclays Bank—Local Head Office—Leeds 
Dist: Mr H. D. Crawford, from York dist, 
to be a local director; Reading Dist: Mr F. R. 
Goodenough, from Birmingham dist, to be 
a local director; Shrewsbury Dist: Mr 
D. R. C. Cross, from Reading dist, to be a 
local director; York Dist: Mr A. A. Gibbs, 
from Shrewsbury dist, to be a local director. 
Head Office: Mr E. J. Allnatt, from 140 
King’s Rd, Chelsea, to be a general managers’ 
assistant. London—Barnes: Mr G. S. 
Bourne, from Piccadilly Circus, to be 
manager; Chelsea, 140 King’s Rd: Mr D. G. 
Stephen, from Barnes, to be manager. 
Barry Docks: Mr A. R. Creed, from St Mary 
St, Cardiff, to be manager on retirement of 
Mr D. W. Price. Bradford, Rawson Sq: Mr 
M. W. Bell, from Harrogate, to be manager. 
Coventry, Walsgrave Rd: Mr H. E. West, 
from Rugby, to be manager on retirement 
of Mr T. H. Bartle. Evesham: Mr A. R. M. 
Partridge, from Uttoxeter, to be manager on 
retirement of Mr E. Wright. Knebworth: 
Mr A. T. J. Hobley, from Ampthill, to be 
manager in succession to the late Mr K. S. 
Forsdyke. Mossley; Mr T. L. Haddow, 
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from Longsight, Manchester, to be manager. 
Porth: Mr R. J. Williams, from Tonyrefail, 
to be manager on retirement of Mr M. G. 
Jones. Thames Ditton: Mr C. H. N. Locke, 
from Northwood, to be manager on retire- 
ment of Mr I. A. S. Scotchman. Thirsk: 
Mr T. N. Gudgeon, from Whitby, to be 
manager on retirement of Mr L. ie 
Stubbs. Tonyrefail: Mr I. S. Young, from 
Merthyr Tydfil, to be manager. 

British Linen Bank—Glenrothes (new 
branch): Mr R. W. MacMillan, also manager 
of Kirkcaldy and Kinghorn branches, to be 
manager. Portobello: Mr D. D. Menzies, 
from West End, Edinburgh, to be manager 
on retirement of Mr A. H. Horne. 

District Bank—Birkenhead, Charing Cross: 
Mr F. Wallbank to be manager. Padiham: 
Mr G. Waddington to be manager. 

Lloyds Bank—Head Office, Advance Dept: 
Mr R. L. Kelly, from Plymouth, to be an 
assistant controller. | London—Piccadilly: 
Mr N. W. Jones, from Advance Dept, to be 
assistant manager; 39 Threadneedle St: Mr 
E. W. Gaman, from Piccadilly, to be an 
assistant manager. Bellingham: Mr O. Lish- 
man, from Hexham, to be manager on 
retirement of Mr T. C. Thomson. Gates- 
head, Coatsworth Rd: Mr A. F. Wild to be 
manager. Leamington Spa: Mr N. A. T. 
Pincott, from Head Office, to be manager. 
Monkseaton: Mr H. G. Sedcole, from 
Harrogate, to be manager on retirement of 
Mr W. E. Holden. Poole, Longfleet: Mr R. 
Hicks, from Canford Cliffs, Bournemouth, 
to be manager. Salisbury: Mr E. R. Ling, 





from Leamington Spa, to be manager on 
retirement of Mr F. U. Ashford. Whit- 
church, Shropshire: Mr F. J. J. Bate, from 
Shrewsbury, to be manager on retirement 
of Mr H. P. Deakin. 
Martins Bank—Mr J. H. Keswick, who 
has served on the London district board 
since 1956, has been elected to the general 
board. Easington Colliery: Mr G. T. 
Straughan, from Ashington, to be manager. 
Liverpool, Walton: Mr H. C. Routledge, 
from 99 Stanley Rd, Bootle, to be manager. 
Wallasey, Liscard and St Hilary: Mr F. B. 
Snaith, from Walton, Liverpool,tobemanager. 
Midland Bank—Head Office: Mr A. C. 
Clark, from Cloth Hall St, Huddersfield, to 
be a superintendent of branches in suc- 
cession to Mr W. C. C. Towers; Mr H. R. 
Gamble, from New St, Birmingham, to be 
a superintendent of branches in succession 
to Mr K. Malcolm. Machines Dept: Mr 
C. A. Thompson to be manager in suc- 
cession to Mr E. R. Hunt. Staff Dept: 
Mr J. Clement to be a district staff superin- 
tendent on retirement of Mr W. H. Glock. 
London—Brockley: Mr H. E. Hirst to be 
manager in succession to Mr N. Wilson; 
jarlsfield: Mr J. A. Hall, from Lambeth, to 
be manager in succession to Mr A. R. 
White; Jslington, Upper St: Mr R. F. 
Waterman to be manager in succession to 
Mr J. C. Evans; Kensington, Onslow Sq: 
Mr C. J. Steel, from Bromley Hill, to be 


manager in succession to the late Mr A. H. 
Dixon; King George V Dock: Mr B. A. 
Milner-Walker to be manager; Limehouse: 


Mr N. Wilson, from Brockley, to be menager 
on retirement of Mr A. P. Newley; Strat- 
ford: Mr W. K. C. Robertson, from Upper 
Holloway, to be manager on retirement of 
Mr S. J. H. Watson; Upper Holloway: Mr 
J. C. Evans, from Upper St, Islington, to be 
manager in succession to Mr. W. K. C. 
Robertson. Bedford: Mr K. Malcolm to be 
manager in succession to Mr F. Wain. Birken- 
head—Charing Cross: Mr H. Murray, from 
Northwich, to be manager in succession to 
Mr G. P. Edwards; North End: Mr J. W. 
Cussons to be manager in succession to 
Mr E. B. Wales; Oxton: Mr E. V. Howard 
to be manager. Blackburn: Mr G. P. 
Edwards, from Charing Cross, Birkenhead, 
to be manager on retirement of Mr S. 
Chipperfield. Bromley Hill: Mr A. R. 
White, from Earlsfield, to be manager in 
succession to Mr C. J. Steel. Congleton: 
r H. J. Wilde to be manager. Derby, 
St Peter’s St: Mr F. Wain, from Bedford, 
to be manager in succession to Mr. G. 
Cook. Eye: Mr M. K. Burras to be manager 
in succession to Mr F. W. Grice. 
National Bank of Australasia—London, 
West End: Mr E. F. Herd to be manager 
on retirement of Mr F. C. Mead. 
National Commercial Bank of Scotland 
—Invergordon: Mr J. Kennedy, from Ler- 
wick, to be manager on retirement of Mr 
A. Shepherd. Langholm: Mr J. W. Wood, 
from Rotterdam St, Thurso, to be manager 
on retirement of Mr A. A. Banks. Mont- 


rose, High St: Mr D. Cuninghame, also 
manager of Peel Place, to be manager in 
succession to Mr Cumming. Perth, South 
Methven St: Mr A. M. Cumming, from 
High St, Montrose, to be manager on retire- 
ment of Mr G. Lightbody. Pitlochry: Mr 
F. S. Dewar, from Aberdeen, to be manager. 


National Provincial Bank—Mr G. V. 
Jones, from Advance Dept, to be an assistant 
general manager; Mr E. D. Corkill, manager, 
Trustee Dept, to be an assistant general 
manager (continuing his present duties). 
Administration Dept: Mr A. D. Lloyd to be 
manager. Chief Accountant’s Dept: Mr L. B. 
Cooke to be deputy chief accountant on 
retirement of Mr J. W. Jarvis. London— 
City Office: Mr C. D. L. Jenner to be head 
of City Office Income Tax Section on 
retirement of Mr G. W. Cosgrove; Barnes: 
Mr K. D. Jopp, from Pont St, to be manager 
on retirement of Tvir F. G. Molyneux; 
Mill Hill: Mr A. C, Mackenzie, from 
Southgate, to be manager on retirement of 
Mr J. W. Stewart. Birmingham, Markets: 
Mr G. R. Thomas to be manager in suc- 
cession to the late Mr F. A. Rawlinson. 
Blandford: Mr 1. P. Coombs, from Guild- 
ford, to be manager. Bristol, Old Bank: 
Mr H. Shaw to be manager. Edenbridge: 
Mr A. H. Merry, from Tonbridge, to be 
manager on retirement of Mr F. W. Wheeler. 
Harrogate: Mr N. Dixon, from Ripon, to be 
manager on retirement of Mr W. R. Francis. 
Ripon: Mr G. C. Constable, from Saltburn- 
by-the-Sea, to be manager. Saltburn-by-the- 
Sea: Mr E. J. Hornsby, from Scarborough, 
to be manager. 

Westminster Bank—Mr E. F. Adams, a 
joint general manager, will retire on Sen 
tember 30 after 44 years’ service; his suc- 
cessor will be Mr D. Robson. Mr S. W. 
Blachford, from Warrington, to be assistant 
general manager in_ succession to Mr. 
Robson. Head Office: Mr F. A. Lion, from 
Old St, to be inspector of branches (admin.). 
Trustee Dept: Mr G. E. M. Jenkins to be 
manager on retirement of Mr H. E. Butson; 
Mr D. R. Kennedy, from City Trustee 
branch, to be an assistant manager; Mr 
QO. H. Christensen, from Piccadilly Trustee 
branch, to be manager at City ‘Trustee 
branch; Mr E. B. Thwaites, from Becken- 
ham ‘Trustee branch, to be manager at 
Brighton Trustee branch; Mr J. Longman, 
from Brighton ‘Trustee branch, to be 
manager at Piccadilly ‘Trustee branch. 
Buckingham: Mr S. E. Coult to be manager 
on retirement of Mr R. D. Eyre. Cranleigh: 
Mr V. W. Mould to be manager on retire- 
ment of Mr J. dos S. Pereira. Edgbaston: 
Mr G. T. Potter, from Oldbury, to be 
manager. Harrogate: Mr M. B. Helder, 
from Sunningdale, to be manager. Preston: 
Mr J. LD. Scott, from Harrogate, to be 
manager on retirement of Mr J. Malburn. 
Redland: Mr E. D. Beverley, from Reading, 
to be manager. Salisbury: Mr J. L. J. 
Meredith, from Penzance, to be manager. 
Sunningdale: Mr H. Clyde Smith, from 
Sloane St, to be manager. 
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BANKING STATISTICS 


Banking Trends since World War I* 


Net | 

Averages Deposits Liquid Assets TDRs Investments 
of Months: {mn {mn - % £mn {mn 
ves... +... Orer 680 38 — 325 
1922. .. 1,727 658 391 
a lk. 581 356 
i» | £688 545 341 
1,610 539 286 
1,615 532 265 
1,661 553 254 
1,711 584 254 
1,745 568 257 

1,751 596 


1,715 560 
1,748 611 
1,909 668 
1,834 576 
1,951 623 
2,088 692 
713 
683 
672 


648 
785 
676 
712 
723 
788 
886 


6,637 
6,723 
6,869 
.. 6,860 2,419 
Dec 16 7,043 2,543 ; 
Dec 31 = 7,165 2,628 1,710 


:Jan .. 7,041 2,541 " peci 1,698 : ; 
Feb .. 6,803 2,296 ‘ i 1,618 ; ,030 
Mar .. 6,683 2,218 ‘ 1,501 ‘ 

April.. 6,766 2,262 : 1,439 ‘ 3,207 
May .. 6,746 2,244 ’ ‘ 1,045 ‘ 3,237 
June 15 56,794 2,253 ‘ 69.8 1,376 , 3,239 
July .. 6,900 2,259 31.2 105.3 1,340 ; 3,339 


* Ten clearing banks for 1921-35, thereafter eleven. t+ Ratios to gross deposits. 
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Trend of “ Risk ’’ Assets 
(£ million) 
July 20, 1960 r Change in ~ 
% of Year to Monthly Periods* 
Gross July, 1960— — 
Deposits 1960 Apr May June July 
Investments: 

Barclays 318.6 4 19.7 — 94.1 —-21.5 - 0.1 +1.0 -— 7.3 

Lloyds 255.5 g 19.6 — 76.4 - 7.55 -—-0.3 -—- 3.9 —- 9.4 

Midland 301.7 g 19.5 ~ 143.1 -14.4 -14.8 -14.7 - 9.9 

National Provincial .. 141 4$16.3 —- 42.3 - 0.5 - 9.8 - 4.8 - 9.8 

Westminster . 69.76 17.7 — 52.5 —- 8.2 — - 0.9 — 0.1 

District 43.1 17.2 — 19.1 — - 5.4 —- 2.1 — 

Martins j 50.5 14.7 — 23.2 - 4.8 = - 3.0 - 

Eleven Clearing Banks 1, 340.4 18.5 — 470.1 -61.7 -34.0 -—28.8 -—35.8 
Advances: 

Barclays 745.0 $46.0 +150.3 +13.7 +10.3 + 0.8 +24.6 

Lloyds 598.9 445.9 +115.4 +8.2 +3.3 +2.3 +16.4 

Midlancl 706.4 § 45.6 +182.0 +15.5 +15.3 + 8.7 +20.2 

National Provincial . 412.8 : 47.7 + 70.5 +33.8 - 4.5 - 5.6 +15.8 

Westminster . 38.9 245.8 + 87.8 +22.3 - 3.1 + 2.2 +12.0 

District + 284 | 44:9 +44 - 61 23 

Martins 163.4 47.6 + 25.5 +1.2 + 4.0 - 6.2 + 5.7 

Eleven Clearing Banks 3, 339.0 - 46.1 +663 .3 +95.0 +30.0 + 2.0 +100.5 

Trend of Bank Liquidity* 
1958 1959 1960 
Dec Dec 

Mar 31 Mar Junet July 31 Mar Apr May Juneft July 

» Gee eS “mgee> TS ae Gee SES al aaa “eet 
Barclays oe (3402 (36.4 = 9821 | 39.1 (32.8 32.9 35.0: 32.1: 3.7? 1.2: 2 
Lloyds ot SS SO eS 32.4. 32.1 BD BR. O.9. Vt 3M. eS 
Midland 5 Bae B38. WO S31. HS. BA: RS OS. BD M.S. BSA 
National Prov 34.0 36.0 31.1 33.8 33.8 37.0 30.0 30.0 31.5 31.7 31.7 
Westminster... 35.4 33.2 32.8 31.7 32.8 33.4 33.4 32.3 33.1 32.6 31.8 
District thi aed eee eee: SES 22.3: Bs See See ae. . 31S. 22 
Martins + a ek ee ase aks ee SED Be ee «=632.F 2 
All Clearing 

Banks ..§ 33.9 4.6 31.0 32.3 32.7 4.3 31.5 31.4 31.6 31.5 31.2 

* Cash, call money and bills shown as percentage of gross deposits. + Mid-month make-up. 
Money and Bill Rates 
Mondays: Aug 24, June 20, July 25, Aug 2,|| Aug 8, Aug 15, Aug 22, 
1959 1960 1960 1960 1960 1960 1960 
per cent 
Bank rate .. 4t 5} 6§ 6 6 6 6 
Treasury bills: 
Average allotment rate* 34 48 54 5* 5# 5% 543 
Market’s dealing rate, 

3 months .. 38 42 54 5 #8 54 54 54 
Bankers’ deposit rate 2 3 + 4 4+ + 4 
"Clewing banks “Wee tae, ee ee ee ee 

earing banks’ minimum ; 

Floating money . . 34-38 32-44 454 Bs 5-53 43-5} 43-5} 
US Treasury Bill. . 3.889 2.613 2.404 2.131 2.259: 2.276 2.588 


* Preceding Friday. + Lowered from 44% on 20.11.58. J Raised on 21.1.60. 
§ Raised on 23.6.60. i 


|| Tuesday following August Bank Holiday. 
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THE EXCHEQUER FINANCES 





I—The Budget 
(£ million) 
Gain or 
Original Expected April 1, loss* on 
budget gain or 1960, to corresponding 
estimates loss* on Aug 20, period of 
1960-61 1959-60 1960 1959-60 
Total Inland Revenue 3,273 +263 778 .4 — 32.0 
Customs and Excise .. Ba a 2,409 +127 959.7 + 45.5 
Other revenue ' oa pa 298 —- 40 89.0 oe ee 
Total ordinary revenue . 5,980 +350 1,827.1 + 8.4 
Debt interest (including sinking fund) 680 - 26 302.1 — 41.1 
Other consolidated fund 89 - 1 33.9 - 3.6 
Supply expenditure .. ed 4,907 - 405 1,765.6 — 154.3 
Total ordinary expenditure 5,676 — 432 2,101 .6 — 199.0 
Above line surplus or deficit +304 - $2 — 274.4 — 190.6 
Net deficit below line ~- 622 + 78 —192.4 + $2.9 
of which 
local loans (net lending shown 
minus) . .. + 56 + 1 + 26.1 + 0.9 
loans to state industries, net — 465 +109 — 165.6 + 37.2 
Total deficit . e —318 - 4 — 466.8 — 137.7 
* Plus ‘nites increase in receipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 
Ii—-National Savings 
({£mn: Receipts into Exchequer reported during period) 
Savings Total 
Certi- Defence Savings Premium Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) (net) Maturity vested® 
1953-54 .. +19.0 +0.3 -79.3 as - 60.0 88.6 -—38.4 6,008.7 
1954-55 .. +46.0 +51.1 — 35.4 os + 61.7 88.8 ~ 38'8 6,126.2 
1955-56 .. +19.7 +21.5 -80.4 — - 39.2 82.7 -50.8 6,123.6 
1956-57 .. +72.0 + 3.2 -20.6 +65.0 +119.5 35.5 -38.9 6,240.0 
1957-58 .. -21.3  -22.2 -62.4 +80.2 - 15.6 45.9  -17.7 6,272.0 
1958-59 ..4+131.9 4117.9 -55.2 +66.5 +270.4 54.4 -10.0 6,582.0 
1959-60 .. +66.9 +145.4 +52.7 +41.1 +306.0 83.5 - 1.7 6,969.0 
1959-60 
April-June +26.0 +38.5 +13.6 +15.4 + 93.6 16.4 - 0.6 6,692.0 
July .+ 7.9 $++12.8 -11.9 +2.6 + 11.4 5.1 —- 0.2 6,708.0 
1960-61 
April-June +22.2 +23.7 +10.4 +10.3 + 66.6 20.5 - 0.3 7,054.0 
July «5 ... + §.7° +15.5 -22.9 +38 + 2.1 8.7 -— 0.1 - 7,065.0 
f Government 


® After taking account of net sales through the Post Office Savings Bank o 
securities other than defence bonds. 


IlI—Floating Debt 

















(£ million) 
Change in three 
Beginning of April* Aug months to 
20 Aug 20, Aug 22, 
1958 1959 1960 1960 1960 1959 
Ways and Means Advances: 
Bank of England —- — — — — ~~ 
Public Departments 239.6 291 .6 215.3 277.9 + 71.9 —- 18.1 
“Treasury Bills: 
Tender .. a .. 3,120.0° 2,950.0 3,460.0 | 3,460.0 - 10.0 +300.0 
Tap oF ie .. 1,499.4 1,986.3 1,845.7 1,933.6 +101.5 -125.9 
4,859.0 5,227.9 5,521.0 | 5,671.5 +163.4 +156.0 











* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 


aat March 31). 
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Sterling-Dollar Exchange Rates : 

Aug 21, June17, July 22, July 29, Aug5, Augi2, Aug 19,’ 

1959 1960 1960 1960 1960 1960 1960 | 

Official Market : 


Spot .. .. 2.803 2.80} 2.80% 2.80% 2.803% 2.81% 2.814 

3 months .. par 3c pm 1%cpm 1iycpm 1%cpm igcpm  i1icpm 

Security* .. 2.80% 2.78% 2.79% 2.80; 2.80% 2.80% 2.80% 
* New York market quotations. 





Britain’s Gold and Dollar Reserves* 


(Millions of US dollars) 
Financed by 
Net Gold Official Private 
and Dollar Special Reserves UK 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (—) can d in of Balancest — 
Quarters Aid Reserves Period j 
1946 he —- 908 ia + 220 2696 194 
1947 is — 1431 —- , —- 618 2079 267 
1948 i -1710 — 223 1856 295 
1949 sh — 1532 1688 236 
1950 ne 805 3300 257 
1951 988 2335 508 
1952 736 1846 472 
1953 546 2518 491 
1954 480 2762 428 
1955 575 2120 480 
1956 2133 679 
2273 602 
3069 654 
2736 719 


3076 734 
3120 731 
3069 654 


3139 784 
3172 737 

52 3284 672 
454 2736 735 


34 2686 
- 14 2722 
- 14 2780 


- 62 + 2780 





better rr retest 
iva 2 eB: om ah 


| 
1++ 


173 


_ 

+ 

+ 

a 

aa - 
a 

+ 

+ 

a 

os 


Se 


1 


+ 

-° 7 
+ 42 
+ 59 
+ 180 


+ 160 


- 28 + ‘SI > 2831 
- 14 + 2 2859 
- 2 + 34 2892 


- 67 + 113 2892 


— .56 + 104 2996 


Main Special Items Detailed 
Receipts Payments 7 
$mn $mn — 

US and Canadian loans.. 4,909 1951-56 Annual service of US and 
IMF loan ; <. aae Canadian loans, etc .. 181 
South African loan fin 1954 EPU funding payment . 99 4 
Sale of Trinidad oil + IMF repayment . 108f — 
IMF loan ; ‘i 1958 Service of NAmer.loans 188 © 
India’s IMF loan 1959 IMF repayment. .. 200 


Return of interest on US IMF subscription .. oe 
Repayment of Ex-Im .. 255 


loan a 
Export- Import Bank .. Service of N Amer loans 184 


* Gold and convertible currency from Dec, 1958. + Source: Federal Reserve Bulletin, ~ 
t Remainder of 1947-49 loan repaid in sterling. 4 
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| Morgan Guaranty Trust Company 


OF NEW YORE 


INTERNATIONAL BANKING 





For the convenience of our customers at home and overseas 
a new West End office will be opened on the 19th September, 1960 
_ at 31, Berkeley Square, London, W.1. 








London Office 
33 LOMBARD STREET, E.C.3 


NEW YORK EUROPEAN OFFICES 
Principal Offices PARIS: 14 Place Vendéme 
140 Broadway, 23 Wall Street BRUSSELS: 27 Avenue des Arts 


Incorporated with limited liability in the State of New York, U.S.A. 


ZEALANI 


AND ITS BANKING SERVICES 


With nearly 100 years of Banking experience and over 

380 Branches and Agencies throughout the country, 
the Bank of New Zealand is able to offer practical guidance to 
those desirous of establishing business connections, or 
developing existing contacts, in the Dominion. The Trade and 
Information Section of the Overseas Department at Head 
Office is freely at your disposal. 


BANK OF NEW ZEALAND 


(Incorporated with limited liability in New Zealand in 1861) 


LONDON MAIN OFFICE: 1 QUEEN VICTORIA ST., 3.0.4 
_ A. BR. FRETHEY, MANAGER A. EB. ABEL, ASSISTANT MANAGER 
PICCADILLY CIRCUS OFFICE: 54 REGENT ST., W.1 

HEAD OFFICE: WELLINGTON, NEW ZEALAND 








= 











meney 
begets 
meney.... 


Idle money is wasted. Day and night your savings should be making 
more money for you. You need not risk it. The Burnley gives you a 
good rate of interest with perfect safety. The Burnley pays 34°, tax 
paid— equal to £5. 14. 3. per cent with tax at the standard rate. 


You get a good deal from the | 
BURNLEY BUILDING SOCIETY. 


Assets exceed £60,000,000. Reserves exceed £2,500,000. 
Deposits in the Society are Trustee Investments 


For full details please apply to: 12 Grimshaw Street, Burnley. 





OSTERREICHISCHE 
LANDERBANK 


ESTABLISHED 1880 
HEAD OFFICE: VIENNA Il. AM HOF 2- 


29 BRANCH OFFICES IN VIENNA 


BRANCHES IN AUSTRIA: 7 


BADEN - BLUDENZ - BREGENZ - BRUCK/MUR - DORNBIRN ~— 

GRAZ -- INNSBRUCK - KLOSTERNEUBURG - KREMS © 

LINZ - SALZBURG - ST. POLTEN - SCHWECHAT - VILLACH 
WELS - WR. NEUSTADT 


EVERY DESCRIPTION 
OF BANKING BUSINESS TRANSACTED 
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